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To Our Shareholders and Employees

By any measure, 2006 was a remarkable year for
Boston Scientific. Building on our 27-year legacy of
innovation injmedical device‘*s, we completed our
largest transqction with thelacquisition of Guidant.
This acquisition transformed Boston Scientific,
providing us essential diversification as well as a
powerfu grolwth engihe. OL':r expanded breadth
will help drive innovation and in the process help
clinicians imp‘rove maore IivesI in more ways than ever
before. We are now algloball leader in cardiovascular
medicine and|cne of the world’s largest medical device
companies. /ﬁs a result, we believe we are better
positioned for leadership gc|>ing forward.

Much of 2006 was devotecll to integrating Guidant
into Boston Scientific, and we are pleased 1o report
we have mage progréss over the course of a single
year that we had anticipated might take twice the time.
We also used the past year to make significant
progress toxqvard resalving 1a number of warning
letters from the U.S. Food and Drug Administration
{FDA), ThesF letters acceltls.-rated our efforts to
integrate our different quality systems and establish

a warld-class quality program. Resolving these

warning letters as quickly as possible remains our
highest priority. ¢

b

In our key dlrug-erutinlg stent (DES) business, a
small risk of‘ very late stent thrombosis (a rare clot
formation within a stent one year or more after
implantation) generated considerable attention,
contributing|to what we beflieve will be a temporary
decling in the size of'the DES market.

The attention included a special FDA advisory panel
meeting to consider the thrombosis issue. After
hearing presentations from the FDA, manufacturers,
physicians, batients :and oihers, members of the

!
t
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panel concluded that drug-eluting stents remain
safe and effective when used as indicated, and
that the benefits outweigh the risks. For patients
treated beyond the current label indications, the panel
concluded that existing data does not allow adequate
determination of a risk/benefit profile and that
continued study of these patient populations is
needed. To better understand the stent thrombosis
issue, Boston Scientific has become a lead sponsaor
of a new 10,000-patient registry called the STENT
Thrombosis Study.

Whiie the DES market contracted, our share of
this.market remained rasilient. Throughout 2008,
we maintained our leadership and exited the year
with 54 percent market share in the U.S.

With the addition of Guidant, we are a broad,
diversified company with almost 29,000 employees
and nearly $8 billion in revenues. And we are much
less reliant on cne product. In the past, our stent
business accounted for nearly 40 percent of our
revenues. Today, stents account for roughly a
quarter of our revenues.

Major achievements in a
transformational year

CARDIAC RHYTHM MANAGEMENT (CRM) MARKET
More than any other event in 20086, the acquisition of
Guidant defined Boston Scientific, providing us with
a growth platform that has substantial long-term
potential to improve the lives of millions suifering from
heart disease. Our CRM business, which includes
implantable cardioverter defibrillators {ICDs) and
pacemakers, accelerates and deepens our historical
evolution from pioneer to leader in interventional
medicine. Although a series of recalls negatively
impacted the CRM market in 2005 and 2006, we
are already seeing evidence that the market is
stabilizing and we remain focused on our market
share recovery,
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We took a number of steps to help restore trust
and confidence in cur CRM products, including:
putting in place a new CRM leadership team that
is focused on patient safety, quality and reliability;
restructuring our CRM organization around new
quality practices to exceed — not merely match — the
quality of competitive products; and.implementing a
CRM Patient Assurance Communications System,
Within this system, a committee of internal
physicians, quality experts and regulatory advisors
conducts routine reviews and performs high-level
analysis of product performance data to ensure
superior physician-focused communications for
Boston Scientific. With these and many other
changes, we helieve we have addressed nearly
all the major underlying quality problems that
existed at Guidant at the time of the acquisition,
and have positioned ourselves for future growth
as the CRM market recovers. '

We also continue to invest in new CRM technologies,
such as the LATITUDE® Patient Management System,
which enables physicians to monitor patient condition
and device performance remotely while patients
remain in the comfort of their homes. The LATITUDE
Patient Management System is the industry’s most
broadly adopted wireless remote patient manage-
ment system, and the first and onlyﬁ remote moni-
toring system to provide clinicians with direct
device data integration capability into electronic
medical records. We received approval from the FDA
that allows the LATITUDE Patient Nlianagement
System technology te be used in virtually all of
our existing ICDs and cardiac resynchronization
therapy defibrillators (CRT-Ds}. This approval
increases the number of patients eligible to
receive the benefits of home monitoring by more
than 150,000 in the U.S. '

|
l
DES MARKET ‘

Through the Guidant acquisition, we also gained a
second drug-eluting stent system, allowing
Boston Scientific to offer two fully independent
and differentiated drug-eluting stent platforms: our
TAXUS® Express®™ pac:ritaxel-eluting coronary stent
system and our new EﬁOMUS’“ everolimus-eluting
stent system. The PROMUS stent is a XIENCE™ V
everolimus-eluting coronary stent system
manufactured by Abbott and distributed by Boston
Scientific. Following CE Mark approval in Europe
late in 2006, we began the international launch
and announced the first:imp!antation of the PROMUS
stent early in 2007. Vyithout guestion, these
complementary stent platforms allow us to offer
our clinician customers'the most complete DES
partfalio available to tréfat their patients.

The PROMUS stent is Ijust the latest in a series
of new coronary stent 'technologies from Bosten
Scientific. Another notable example is our second-
generation TAXUS® Liberté™ paclitaxel-eluting
coronary stent system,;which continues to show
excellent safety and efficacy results and is the
market leader in drug-eluting stents outside the
U.S. excluding Japan. We achieved another milestone
with the approval of the Liberté™ bare-metal stent
system in Japan, where we also expect approval of
the TAXUS Express? pari:\itaxe'.-e'.uting stent system
in the second half of 2QIO7.

|
QUALITY - OUR HIGHES'lI' PRIORITY

While the Guidant acguisition transformed who we
are, our quality initiative transformed how we operate.
QOur goal to develop a v\(orld-class quality system
required more than a few small actions or short-term
responses. It required a‘permanent dedication to
being a different kind of company. capable of turning
quality into a competitive advantage that drives our
success and raises the bar for the entire industry.

f
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The TAXUS® Liberte™ paclitax'el-eluting coronary stent system
and the PROMUS™ everolimusr-eluting coronary stent system
are limited by United States Federal Law to investigational use
only and are not available for 'sale in the United States.
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Project Horizon, our g}obal, cross-functional guality
system re-enlgineering effort, is transforming our
business processes, s'ystems and management
approach and is instilT!ng_a culture of quatity across
the Company. We are implementing comprehensive,
compliant systems that provide greater visibility and
allow us to measure guality consistently across our
organization. We're already, seeing positive trends
in leading quality indicators|such as fewer field

) | P . .
actions and more effective/complaint handling.

i .
Our efforts are creatin'g a fundamental change in our
culture so thlat everyiBoston Scientific employee
understands: that quality is |an integral part of his or
her job. We have created a| Quality Master Plan that
will be a key senior management tool for prioritizing
and meetlng company W|de goals and strategies in

a manner consmtentiwnh our quality policy.

CLINICAL SCIENCE )

We were dellighted to welcome Donald S. Baim,
M.D., as ourr new Chief Medical and Scientific
Officer. A foerer Professorlof Medicine at the
Harvard Meldical Schiooi and Senior Physician

at the Brighlam and Women's Hos'pital, Dr. Baim
is an interna?tionally recognized leader in
interventional cardiology with a specialty in the
development and evaluation of new interventional

) [ :
cardiovascular dewcesl.

In addition t|o his man:agemlent of Clinical and Medical
Sciences, Dr. Baim is playing a major role in the
development of our|clinical technology strategy,
including tr?e assessment |01‘ technologies from
acquisition and strategic altiance candidates, and their
integration with |nterna| technologles 10 help develop
our product portfol:o Dr. Balm also was instrumental
in organizing and preJentmg data on our long-term
randomized clinical trrals and "real-world” registries
studying obr TAXUS® stent systems to the special

FDA advisory panel;in December.
|
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STRONG GROWTH IN CORE BUSINESSES
Throughout the organization, our core businesses
are strong and poised to become stronger. They also
are truly global: during 2006 we conducted business
in more than 130 countries, resulting in nearly

$3 billion in international sales.

In our Cardiovascular Group, following FOA approval
of the NexStent® Carotid Stent System (used with
our FilterWire EZ™ Embolic Protection System for
patients with carotid artery disease), we announced
the acquisition of EndoTex Interventional Systems,
Inc., to deepen our commitment in this area. We
also received FDA clearance to launch the Sterling™
Monorail® and Over-the-Wire Balloon Dilatation
Catheter, as well as the Rio™ Aspiration Catheter,
the latest addition to our line of vascular protection
devices for minimally invasive procedures.

Our Endosurgery Group exceeded $1.3 billion in
revenue this year, an increase of 10 percent over
2005. Among other achievements, we announced
favorable results from an investigator-initiated first
human use experience and bench simulation study
of our SpyGlass™ Direct Visualization System, which
helps aid diagnosis in specialized endoscopic
procedures to treat conditions of the bile ducts and
pancreas, such as removing gallstones and obtaining
biopsies in suspected tumors. '

Our Neuromodulation Group recorded 58 percent
revenue growth, with particularly strong gains in the
pain management business. The Precision® Spinal
Cord Stimulation {SCS) System was launched in
several internaticnal markets, supporting its continued
success in the U.S. where it gained expanded
reimbursement coverage and has now been used
to treat more than 5,000 patients with chronic pain.
We also received the CE Mark for our new Artisan™

" 2x8 Surgical Lead for use with the Precision SCS

System. This surgical or “paddie” lead potentially
expands the application of our neurostimulation
technology to an additional 20 percent of people
“with chronic pain of the limbs, back or trunk. In our

LY
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Auditory business, we launched the Harmony™
HiResolution® Bionic Ear System. This FDA-approved
system offers profoundly deaf patients a more
natural hearing experience, including an improved
ability to appreciate music. The Harmony System
furthers our commitment to restoring hearing for
those living with hearing loss due to permanent
inner ear or auditory nerve damage.

The year brought a number of recognitions and
awards. With a portfolio of nearly 6,000 patents
in the U.S., we welcomed the results of a report
from UBS Investment Research that ranked us
number one in “Technology Strength” in a study
of the intellectual property portfolios of medical
device companies. We also earned certification for
the majority of our manufacturing facilities from
the International Organization for Standardization.

We also were recognized this year far our
environmental stewardship, winning a Leadership
in Energy and Environmental Design (LEED) award
for our new research and development building in
Maple Grove, Minnesota. We also expect to receive
LEED awards for other facilities in Marlborough
and Quincy, Massachusetts. In addition, we were
recognized in the Financial Times and London Stock
Exchange’s FTSE4Good index, which measures
the performance of companies that meet globally-
recognized corporate respensibility standards. As
part of our Environment, Mealth and Safety
compliance policy, Boston Scientific is committed
to pursuing and achieving globat benchmarks that
recognize environmental excellance, global
sustainable development and energy efficiency.
We see environmental stewardship;not only as
the best way to do business, but also as an area
of competitive advantage.

|
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Our piatform for quure growth

As we move forward in 2007, we are focused on
tive company-wide pric?rities:

1. Achieving continugus quality improvement,
Our quality system continues to be integral to
how we operate, ar?d we will continue to train
every Boston Scientific employee to understand
and execute on his gr her rote within that system.
Our Quality Master Plan will be a key senior
management tool V\}e will use to priontize and
accomplish company-wide goals.

2. Regaining our CRM market position. We are

focused on building{CHM market share with a
reinvigorated pipeline', particularly in remote patient
management and néxt-generation defibrillator
platforms. To get there, we are shifting resources
to more productive projects and spending with
greater discipline. Pl:anned product launches
include the VITALITY IN)(T'“ Defibrillator, which will
mark the extension of our wireless technology
{0 our core defibrillq‘iﬁor product lineg, VITALITY
NXT offers a thinner; more physiological shape
_for enhanced patient comfort, as wel! as
programmability tha’% allows for customized
pacing to the patient’s right ventricle. Our new
family of leads and lead delivery systems should
alsa greatly enhanceithe implant experience
and help clinicians déiiver morg effective care to
patients, On the Iongler-term horizon are our
TELIGEN™ (core defibiillator} and COGNIS™ (CRT-D)
next-generation devices for heart failure and
tachycardia (an irreglilar rapid heart rhythm).
We expect the TELIG|EN and COGNIS devices
to be Boston Scientific's flagship heart failure
and tachycardia solutions for the future.

'
'
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we Cdh
build excellence and
quality intol-everything
we do, every day.

H.
Jim Tobin, President and Chief Executive Officer
}




3. Maintaining DES leadership. As the DES
market recovers based on a continuous flow of
trial data that we believe will further reinforce
the technology's powerful benefits, we plan to
broaden the international launch of our new
PROMUS™ everolimus-eluting stent system

platform while we continue to deepen what is the

richest DES pipeline in our industry. This pipeline
is built on the TAXUS® Express?™ stent system,
which earlier this year was approved for 18-month
shelf life in the U.S., making it the only DES
approved for this extended shelf.life worldwide.

Our DES pipeline also includes the TAXUS®
Liberté™ stent system, the third-generation
TAXUS® Element™ stent system and the TAXUS®
Petal™ stent system for bifurcated vessels.
For future preduct development,‘we also plan
to leverage the everoclimus compound as well
as the suite of polymers that Guidant had
developed prior to our acquisition. Add tc this
the broadest stent size matrix in the indusiry,
our world-class Clinical Sciences Group and
3.000 patents in the cardiology field alone, and
we feel we have a very strong and sustainable
DES leadership positien.

4. Achieving our operating income and cash
flow goals. During 2007 we will be focused on
strengthening our balance sheet and on reducing
the debt associated with the Guidant acquisition.
While our expanded footprint has brought
significant revenue growth, we must continue to
demonstrate financial discipline and a continuous
improvement mindset in everything we do.
We have dedicated teams within the Company
to review each Boston Scientific process and
system to ensure that it is delivering optimal
benefit refative to its cost.

g
|
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5. Simplifying the Boston Scientific operating
model through lean prlnmples. Operationally, we
will focus on aligning bur spending to our business
priorities, following more efficient processes
and growing sensibly into our new scale.

Our shared community

This year marked an ex]::ll»anded commitment by the
Company to our philanthropic and commmunity-based
activities. Through the commitment of the Boston
Scientific and Guidant fdundations as well as
corporate donations, we) substantially increased
our contributions to orga!nizations that help improve
lives in the areas of health and education in

communities where we work and live.

_ I
Within our organization, we made several key senior

managerment appointments. Within our CRM Group,
we appointed Steven L. Zelenkofske, D.O., FA.C.C,,
as Patient Safety Officer and Vice President of
Clinical Sciences and William E. Young as Vice
President of Quality Assurance and Reliability. We
promoted Hank Kucheman to Senior Vice President
and Group President of oc;r Interventional Cardiclogy
Group, and he joined ou? Executive Committee.

In Government Affairs, wzla appointed Brenda Becker
as Senior Vice President of Global Government
Affairs. We also appomted Daniel J. Brennan to
the position of Vice Presmljent, Investor Refations.

To continue to build trust'and credibility with
investors, we made sevéral enhancements 1o our
corporate governance practlces We adopied a
majority voting standard for the election of directors
in uncontested elections; and established stock
ownership guidelines to elncourage our executives
to have a significant personal investment in
Company'shares, with mm|mums of 240,000
shares for the CEQ, 75, oqo shares for Executive
Vice Presidents and 20,000 shares for Senior

Vice Presidents. In addition, we will advocate

that shareholders vote at our annual meeting of
stockholders on May 8, 2(?07, to elect directors
for one-year terms rather tlhan three-year terms.




Finally, as this report went to press, we
announced tPat our Board of Directors had
authorized rnanagemem to explore an initial
public offering (IPO} of a minority interest in

cur Endosurgery Group. An IPO weuld involve
Boston Scie:ntific selling approximately 20 percent
of the Endo‘surgery Group and establishing a
separately traded public company. The new
company wPuId remain a majority-owned

subsidiary of Boston. Scientific.

Following the acquisition of Guidant and

the Company s increased presence in the
cardlovascular market, the Endosurgery Group
has been Iess visible to th‘e investment
community.! The benefits {hat may be gained from
operating the Endosuugerylr Group as a separately
traded publlc company indlude: unlocking the
value of the global Endosnj;rgery businesses for
shareholders; improving visibility into Endosurgery
growth and|performance relative to comparable
markets; increasing managerment and employee
focus withirlw Endosurgery|as a result of the
group’s status as a separately traded public
company; improving the ability to attract and
retain key talent to the Endosurgery Group
through eqbity incentives/more directly aligned
with the group's performance; and generating
more than $1 billion of tax etficient funding to

accelerate debt repayment

If an IPC were to take place, the Endosurgery
Group wou‘ld continue tolbe fully cansolidated
with Bostoln Scientific for financial reporting
puUrposes. We hope to complete our exploration
of a potential IPO over the next six to 12 months.
if a decisioln is made to nlwove forward, the IPO
would likely occur in late;2007 or early 2008.

In closing, we would like to say thank you to our nearly
29,000 Boston Scientific employees for helping to
make this a remarkable yeclar and the most eventful
in our history. We enhanced our standing as a global

. | . v .
leader in the medical device industry, enabling our

! . .
customers to treat more patients for more conditions.

etter to shareholders & employees

We responded to performance challenges in our
two largest product lines in a direct, cpen and
transparent manner. And we addressed quality in
a way that positions it not merely as a strength,
but also as a competitive advantage.

As we regain momentum and accelerate our
growth, we are mindful that people are the
maost important asset to our success. Qur senior
management team has a strong record in the
industry for addressing challenges and-solving
problems. Qur outstanding employees are dedicated
and talented, motivated by a mission to help
clinicians improve patients’ lives.

Any company that has more than doubled in size in
three years inevitably faces challenges. Yet we're

confident in our ability to succeed for several reasons:
we're well positioned, we have the right people in
place and we’'re as determined and committed

as aver to deliver innovative medical technologies
that lead the world in quality, reliability and efficacy.

Thank you for your belief in and continued support
of our mission,

Sincerely,
Jim Tobin Pete Nicholas

PRESIDENT AND CHIEF CHAIRMAN OFf THE BOARD

EXECUTIVE OFFICER

March 19, 2007
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expand the promlse
of medlcalltechnology
together

transformation

2006 was a remarkable year for Boston Scientific.
We’acquired Guidant — the largest acquisition in
the history of the medical device industry — and
made tremendous progress integrating cur people,
products and cultures. We became a global leader in
cardiovascular medicine and one of the world's
largest medical device companies. And we positioned
ourselves on every level to seize the encrmous
opportunities that now lie before us.

The more diversified portfolio of technologies
and therapies we've assembled has created a
stronger foundation for our future growth and

A manufacturing line in our Cardiac Rhythm Management facility in St. Paul, Minnesota.




transformation

success. We have leadership positions in two major
medical device markets with strong growth potential:
cardiac rhythm management (CRM) and drug-eluting
stents (DES). And we're now able to offer our
customers access to our entire range of products from
one source through our Corporate Sales function.

Advancing cardiac rhythm management

Nearly 7,000 employees in our new CRM Group are
working to advance this important therapy and bring
its lifesaving benefits to more patients, including
new products designed to enable remote patient
menitoring and increase the ability of physicians
to tailor therapy to specific patient needs. They're
ensuring high product quality and meeting the
challenges of a difficult market with a powerful set
of legacy strengths — including pioneering technalogy
innovation, groundbreaking clinical science and
talented, committed people.

We believe CRM presents a tremendous growth
opportunity, driven by the defibriltator market's future
potential and low penetration in both the U.S.
and abroad - as well as the compelling clinical
science behind the therapy, its alignment with
practice guidelines, its reimbursement coverage and
the expanding number of implanters. We're poised
to maximize the opportunities of this market with a
strategic plan that's already underway:

« First, restoring confidence in our business and the entire
CRM market through leadership and organizational changes,
transparent communication of product performance and
improved guality processes. '

= Second, regaining market position by focusing the efforis of
the sales force, enhancing sales and marketing execution
and restoring a steady cadence of new product refeases that
meet specific clinician needs.

l
« Third, pursuing long-term Ie‘adership through building on
our advantages in heart failgre therapy, and continuing a

tradition of industry-leading innovation.

A prime example of this ihpovation is our LATITUDE®
Patient Management Sysltem - the industry’s
most broadly adopted wireless remote patient
management system. The LATITUDE wireless
and inductive Patient Ml?lnagement Systems
give physicians the ability to monitor implantable
cardioverter defibrillater|{ICD} and cardiac
resynchronization therap!y device performance
and provide maore compféhensive cardiac care,
while the patients remam in the comfort of
their homes.

'\
Leading the way in d.riug-eiuting stents
We now have the strongiest DES portfolio in the
industry. The Guidant acquisition allows us to offer
two distinct DES platforn‘:s‘ our proven TAXUS®
Express?™ stent system, WhICh uses the drug
paclitaxel, and the promlsmg PROMUS™ stent
system, which uses the g|rug everolimus. We
launched the PROMUS everolimus-eluting stent
system internationally in !'fxte 2006, announced its
first implantation n early 2007 and are planning for
a U.S. launch in 2008, sub|ect 1o regulatory
approval. Having these two drugs and platforms in
our DES portfolio allows us to meet the needs of
more physicians, some of whorn prefer different
cormpounds to treat dlfferclsnt subgroups of
patients. It also expands the possibilities for the
future of our DES techno[ogy, giving us the choice
of two drugs based on rigorous study of their
clinical performance. i

We've transformed lour company
and its future, and we believe doing
so may transform the future of the
medical device mdustry.

12




combine drugs ;?m daviees Iim
ways no one has  yet lmagwmed,

‘-

g - v
Kristen Skeltan, Vice Premdent Clinical Sciences




make sure everyone knows quallty
|s his or her personal responSIblllty
and nothing else is more important.

Meg Huliston, Director, Human Resources
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set new stalndards

toge'ether.

|

for quz:lllity,

| | -
Petra Lodder, Manager, Process Validation and Contrels,
Project Horizl‘on |

Sujal Bhalaklia, Vice Pr“esident, Corporate Engineering,
Project Horizon !

quality

Quality is more critical than ever to the medical device
indusiry. Clinicians have long known Boston Scientific
for innovative, high-quality products and responsible
communication. But the fact is, quality can always
be better, and our commitment to improving it
must be an ongoing pursuit that benefits patients,
physicians, the Company and its shareholders.

Our highest priority this past year has been quality.
Qur FDA corporate warning letter helped us to
accelerate a process that was already in motion;
to complete the integration of our disparate acquired
quality systems and establish a world-class quality
system. We developed a strategy to enable
sustainable change at Boston Scientific, with the
following key elements:

« Stress quality as the responsibility and number one priority of
all Boston Scientific’s employees, not just the quality department.

+ Standardize and upgrade processes for the entice guality
system, nct just those elements cited in the waming letter.

« Use proven experts and processes to drive rapid, global
change in quality and change management.

« Enlist thousands of people at all levels, from all functions,
in all geographies to improve our quality systems.




The results of these efforts for our business
processes, infrastructure and culture already are
becoming clear. For example:

« We rolled out our new quality policy, a key component of
our culture, to all Boston Scientific employees, and we
see evidence of it in practice every day.

* We implemented a global, cross-functional management
review process and trained our leadership to use it.

* We are putting comprehensive corrective and preventive
action systems in place, with clear evaluations and
disciplined processes.

* We have hired and trained new staff 1o support our complaint
management processes and have continued to decrease
the number of open complaints as well as the time required
to process them.

» We have improvad our processes for promptly identifying
and investigating product problems, enabling us to take
appropriate actions to protect patient safety and meet
regulatory requirements. Qur continued commitment to
product quality has resulted in measurable improvements
and the need for fewer field actions.

= We have streamlined our product portfolio, sought to assure
that all process validation testing meets appropriate standards
and brought the associated documentatian up to date.

improve
the Quality of -

Care and

Patient

Ray Knox, Program Directnr,:CompIaint Handling, Project Horizon
Karen Boylan, Director, Quality Assurance

|

|

|
|
|
|
|
|
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all things Bost:on Scientific.

‘ . L .
Boston Scientific’s new guality policy has been embraced by every employee, in every role, in every location.

16




As important as quanltita:tivtle metrics are, we helieve
quality mustinot be about numbers alone. It must also
be about people actrng drfferently thinking differently
and believing differently albout their individual
responsibilities for the entire company's quality
performancé Burldmg a 'trule quality culture requires
a culture shlft ane captured by Boston Scientific’s
new quality|policy: ' ! improve the Quality of Patient
Care and all things Bostoln Scientific.” It's an
unmrstakable call to mdrvrdual action, and in 2008,
nearly 29, 000 Boston Sc:entrftc employees
personally pledged to support it.

i

quality

The Quality Dashboard is a management tool that Boston Scientific leadership uses to evaluate
quality metrics and make patient safety, compliance and process improvement decisions.
! ) )

By changing the way each one of us
thinks about quality, we’ll improve not
only our own products, but the quality
of patient care.

S nu l‘
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‘ clinical

we will

contnlwue to run the most
rigorous clinical trials and
prowde thé most reliable and
transparent dlata together.

I
Dr. Joerg Koglm Senmr Meldncal Director and
Vice President, Clmlcal Sciences

science

QOur commitment to rigorous clinical testing has
always been strong, and so has our clinical science
prograrm. Both are even stronger now. We believe
rigorous clinical testing and accurate information are
critical to the future of the medical device industry,
to the advancement of medicine and to the well-
being of patients. That's why we work so hard to
deliver the best clinical science in the industry.

The year 2006 marked the addition of Dr. Donald Baim
to our clinical science organization as Chief Medical
and Scientific Officer. Joining Boston Scientific is
the latest chapter in his distinguished career in
interventional cardiology as an esteemned physician
and scientist at the Harvard Medica! School,
Beth Israel Deaconess Medical Center, Brigham
and Wormen's Hospital and Harvard Clinical Research
Institute. Dr. Baim is a true pioneer of interventional
cardiology who has helped develop and test
technologies that have markedly improved safety
and efficacy. He also has shown a long-standing
commitment to helping physicians and patients
understand information regarding the risks and
benefits of medical technologies, so that they can
make informed choices about patient health. His
experience, leadership and vision will strengthen
our clinical trial programs and our ability to bring
innovative technologies to the marketplace.

Dr. Baim joins an established, proven clinical research
team, ready to build on its successful record of
rigorous and groundbreaking clinical work. Priorities
include working to gain new insights from our rich
clinical data through comprehensive analysis of
multiple trials, and presenting analysis to multiple
audiences — scientific and regulatory, physicians
and patients - so that each group can understand
treatment options, risks and potential benefits.




clinical

Among the notable achievements of our clinical
sciences team in 2006 was our contributicn to
scientific debate about the safety and efficacy of
drug-eluting stents.

When we uncovered a small risk of very late stent
thrombosis (blood clotting) developing after one
year in some patients who have drug-eluting stents,
we presented the information to the U.S. Food and
Drug Administration (FDA), elinicians and the public,
We brought this new information to light as part
of our commitment to transparency and rigorous
clinical science. The FDA convened a panel in early
December to investigate the issue facing the entire
drug-eluting stent market. As the clinical data and
analysis we presented to the FDA panel show,

the overall risks of drug-eluting stents for on-label
indications continue to be outweighed by their
powerful benefits. (See the diagrams on the facing
page for more on the safety and efficacy of
drug-eluting stents and their contribution to the
improvement of less-invasive coronary intervention.}

Other important clinical science events in 2006:

» We completed the largest implantable cardioverter defibrillator
{ICD) study to date, known as INTRINSIC RV, which shows that
dual-chamber pacing in combination with Boston Scientifics
AV Search Hysteresis {AVSH) programming periorms as well
as single-chamber pacing in reducing heart failure hospitalization
and mortality. The resuits of this landmark study are important
because dual-chamber ICO programming may provide benefits
to patients that single-chamber programming may not, such as
improved heart function and enhanced arrhythmia detection.

» TAXUS ATLAS, the pivotal clinical trial evaluating the TAXUS®
Liberté™ paclitaxel-eluting coronary stent system,
demonstrated in 2006 that its safety and efficacy benefits at
nine months were maintained at 12 manths in simple
lestons. As a result of reaching this endpoint, Boston Scientific
submitted for a broader label of indications for Liberté.

science

+ We announced six-month results from Phase | of our global
TAXUS OLYMPIA registry, supportlng the safety and efficacy
of the TAXUS Liberté coronary stent system in real-world
patient subsets considered hlgh risk for bare-metal stenting,
including diabetics, small vessels long lesions and multiple
stents. Enroliment in the TAXUIS OLYMPIA registry has exceeded
13,000 patients, and we plan to enrall up to 27,000 patients
treated for complex coronaw Iesmns at more than 500 centers
waorldwide, making it the werld's largest drug-eluting
stent registry.

* We launched the MAPS (Matrlx and Platinum Science] trial,
a multi-center study demgned to evaluate the efficacy and
durability of endovascular theraples for the treatment of bratn
aneurysms, We believe the étludys data will support future
research involving endovascular treatment of aneurysms
with bare-platinum and bio-polymer covered cails.

» The first patient in the PHIgM {Precision® Implantable
Stimulator for Migraine) cllnlcal trial was implanted.
This new study seeks to deﬂne the potential of the Precision
neurastimulation system 1o t'r}aat the large population of LS.
migraine sufferers who do not respond well to conventignal

drug therapies. |

The commitment of Dr. Ba;ign, our dedicated scientists
and our senior management team ensures that we
will stay true to our chmcal scuence principles. We will
conduct testing in a way that adds value to the
chmcal dectsion-making p{ocess We will keep
our marketing messages consistent with the best
5'0|ent|f|c analysis, And w% will continue to be
transparent in the presentation of our clinical data.

We believe our success is driven by our
products superior clmlcal outcomes — and
tlJy the standards wrgh which we gather

. il ; .
and communicate clinical information.
\
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we wil

deliver what's

next,

leadership

Today, every company in the medical device industry
is faced with similar challenges: bringing innovations
to market, improving quality and administering
rigorous clinical science.

We believe we're well prepared to deal with the

challenges and make the most of the opportunities.
We're moving intc more markets with strong

leadership positions. We're more diversified, with
opportunities for innovation that intersect multiple
technologies and therapeutic areas. Our capabilities
are broader and deeper than they have ever been.

And our award-winning programs are considered to
be some of the best managed and most efficient
as measured across multiple benchmarks.

a. The LATITUDE® Patient Management System is the

mast broadly adopted wireless remote patient
management system for cardiac resynchronization

therapy defibrillators (CRT-Ds} that connects clinicians and
patients to support more comprehensive cardiac care.

b. Our new PROMUS™ everolimus-eluting coronary stent
system allows Boston Scientific to offer two fully
independent and differentiated drug-eluting stent platforms.

¢. The TAXUS® Liberté™ paclitaxel-eluting corenary
- stent system is designed to offer improved deliverability
and conformabiity in challenging anatomy, and is
the best-selling drug-eluting stent outside the LS.,
excluding Japan.
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Above all, our success is created by our people,
who have helped develop some of medicine’s
most important and effective technologies, and
who are dedicated to helping physicians improve
the lives of their patients.

It has always been our ambition to be
the leader in the miedical device markets
we serve, The acﬂlevements of 2006
have now posmoned us to lead the

entire industry.

It

Together, we can set new standards for innovation, I
quality and clinical science. We can give clinicians '
new tools to improve patients’ lives. We can give ‘
patients more treatment choices. And we can E
make high-quality healthcare less invasive, more |
accessible and more cost effective. }
|

|

|

THE RICHEST PIPELINE IN CARDIOVASCULAR MEDICINE

I
Bosion Scientific continues to hold ieadership posnmns across the ever-broadening spectrum of deylce markets and therapeutic
areas we serve. With the addition of Guidant, we've reprioritized oer research and development |nvestmems to focus on restaring
cardiac rhythm management (CRM) product cadence and sustaining our drug-eluting stent {DES) Ieadersmp Below is a partial

list of key products fram gur robust cardiovascular pipeline. w
|

DES PIPELINE f‘

TAXUS® Liberté™ Stent System Second-generation stent system with irﬁﬁroved deliverability

TAXUS® Express™ Stent System Japan First-generation drug-eluting stent system

PROMUS™ Stent System Everol:mus elutmg stent system [second dmg [ia”rfer'm)

TAXUS® Elemellgl"" Stent System

Third- generatlen stent system with |mpr0ved performance
PROMUS™ Elenient™ Stent System

Element stent system + everolimus drug

TAXUS® Petal“fStent Systerﬁ Stent system for branching vessels .

Odyssey i Fourth-generation Element stent system + bmabsorbable polymers
Firs1 hioabsorbable coated stent sysiem that promoies healing
I
CRM PIPELINE 1
Remote panent management ! o

LATITUDE® Patlem Management System expansion |  Electronic medical record integration"

Heart failure mgnaemem
ACUITY™ Steerable Leads ol

ACUITY" Spiral Leads |

ACUITY™ Lead Delivery System | | COGNIS™ Defibrillator

PRI B A
Next- generatmn cnmpatlhle lead connectnrs ' :

S4femity | !

Sudden cardlac'death prevention |
VITALITY NXT™ Deflbrlllamr | TELGEN" Defibrillator
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MANAGEMENT'S DISCUSSION|AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
|

Overview - | It .

Boston Scientific Corporation is a worldwide developer,” manu-
facturer and marketer of medrcai devices that are used in a broad
range of interventional medlcal specaaltres Our mission is 1o
improve the quality of pat:en‘t care ang the qoducuwty of healthcare
delivery through the development and advocacy of less-invasive
medical devices and procedures. This mission is accomplished
through the continuing refinement of existing products and proce-
dures and the investigation |and developmc'ant of new technologies
that can réduce risk, trauma, cost, proceduire time and the need for
aftercare. Qur approach to ir'mcwation comb!ines internally developed
products and technologies.withithose we obtam externally through
our strategic acquisitions and alliances. Our quality policy, applicable
to all employees, is “| improve the quality of patient care and all

things Boston Scientific.”

Our management’s discussion and analysis {MD&A) begins with
an overview of the Guidant acquisition, which represents a trans-
forming event for Bosten Screntlflc It then provides an executive

summary that outfines our financial h|ghlrghts during 2006 and

identifies some key trends that 1mpacted operating results during
the year. We supptemeht this summary with an in-depth look at
the major issues we believe are most relevant to our current and
future prospects. Next is an examination of the material changes
in our operating results fer 2006 as compared to 2005 and our
operating results for 2005 as comparedto 2004. The discussion
then provides an examination of quu'idity, focusing primarily on
material changes in our operating' investing and financing cash
flows, as depicted in our consolidated statements of cash flows,
and the trends underlyln‘g these changes Finally, the: MD&A

- provides informatton on our critical aucountlng policies.*

Guidant Acqu1s1t10n and Abbott

Transaction
On April 21, 2006, we consummated cur acquisition of Guidant
Corporation for an aggregate purchase price of $28.4 billion,
which represented a combination of cash, common stock-and
fully vested stock optiens. The purchase price net of cash
acquired was approxim'ately $21.7 billior‘w.'ln conjunctien with the
acquisition, we acquired approximately $6.7 billion of cash,
including $4.1 billion in cc?nnection with|Guidant's prior sale of its
vascular intervention anq endovascular solutions businesses 1o
Abbott Laboratories. With- this acquisition, we have become a
major provider in the more, than $9 billi:o'n global Cardiac Rhythm
Management {CRM) business, enhancing our overall competitive
position and long-term drowth potential and further diversifying
our product portfolio. The .acqui'sition has established us as one of
the world’s largest cardiovascular dev_ice companies and a global
leader in microelectronic therapeutics. ‘

Guidant makes a variety of implantable devices that can monitor
the heart and deliver electricity to treat cardiac abnormalities,
including tachycardia, heart failure and bradycardia. These devices
include implantable cardioverter defibrillator systems (ICDs) and
pacemaker systems. in addition, Guidant also makes cardiac
surgery systems to perform cardiac surgical ablation, endoscopic
vessel haweeting a‘nd clampless beating-heart bypass surgery.

Prior to our acquisition of Guidant, Abbott acquired Guidant's vas-
cular intervention and endovascular solutions businesses: and
agreed to share the drug-eluting technology it acquired from Guidant
with Boston Scientific. This agreement gives us access to a second
drug-eluting stent program, which will complement our existing
TAXUS® stent system program. See Note D—Business Combina-
tions to our 2006 consolidated financial statements included in this
annual report for further details on the transaction.

We consolidated Guidant’s operating resuits with those of Boston
Scientific beginning on the date of the acquisition, April 21, 20086.
Since we have not restated our results retroactively to reflect the
historical financial position or results of operations of Guidant,
fluctuations in our operating results for 2006 are due primarily to
the acquisition of Guidant. However, we have included supple-
mental pro forma financial information in Note D—~Business
Combinations to' our 2006 consclidated financial statements
included in this annual report to give effect to the acquisition as
though it had occurred at the beginning of 2006 and 2005.

-4 Lo LT
Executive Summary :
QOur net sales .in 2006 increased to $7.821 bhillion from
$6.283 billion in 2005. Our reported net loss for 2006 was
$3.577 billion, or $2.81 per diluted share, on approximately
1. 274 billion werghted average shares outstandmg as compared
to net income of $628 million, or $0.75 per diluted share, on
apprommatety 838 million weighted average shares outstanding in
2005. Our reported results included net after-tax charges prirnarily
related to the acquisition of Guidant of $4.537 billion, or $3.55 per
diluted share, in 2006 as compared to net after-tax charges of
$894 million, or $1.07 per diluted share, in 2005.1-In addition, our
cash provided by operating activities was $1.845 billion in 2006 as
compared to $903 million in 2005.

The 2006 net after-tax charges consisted of: $4.477 billion in expenses resuliing
from purchase accounting associated primarily with purchased research and devel
opment obtained as part of the Guidant acquisition and the step-up valus of
acquired Guidant inventery sold; $143 million in acquisition-related costs, inctuding
the fair value adjustment related 1o the sharing of proceeds feature of the Abbott
stock purchase, a CRM technology offering charga and other business integration
costs; a $31 million credit resulting primarily frem the reversal of accrued con-
tingent paymenis due to the cancellation of the abdominal aortic aneurysm (AAA)
program 1hat we obtained as part of the TriVascular, Inc. acquisition; $81 million in
writg-downs attributable to our investment portfolio; and a $133 million cne-time
tax benefit for the reversal of tax accruals previously established for offshore
unremitted earnings. The 2005 net after-tax charges consisted of a $598 million
litigation settlerent with Medinol Ltd, and $267 million in purchased research and
development attributable primarily to our 2005 acquisitions. .

]
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MANAGEMENT'S DISCUSSION AND ANALYS!IS OF FINANCIAL CONDITIION AND RESULTS OF OPERATIONS

The growth in net sales resulted largely from our- acquisition of
Guidant, which accounted for sales of $1.503 billion. The geo-
graphic mix of Guidant sales included $1.025 bhitlion of U.S. and
$478 million of international sales. The business mix of Guidant
sates consisted of $1.371 billion of CRM net sales and $132 mil-
lion of Cardiac Surgery net sales. Qur CRM net sales were
comprised of $988 million of ICDs and $383 million of pacemaker
systems. On a pro forma basis, assuming a full year of results,
CRM sales were $2.026 billion in 2006 as compared 10 $2.28 bil-
lion in 2005. The decling, on a pro forma hasis, was a result of
lower average market shares for the Guidant devices in 2006
relative to 2005, We believe the lower market share, as well as
reduced market growth rates, was due primarily to previous field
actions in the industry. MHowever, during the fourth quarter of
20086, we experienced a 10 percent sequential increase in net
sales from our CRM business and a 13 percent increase for U.S,
ICD sales, which we believe is a sign that our market share has
increased and the CRM market is stabilizing and will réturn to
growth. We remain focused on our share recovery.

The increase in our sales as a result of the acquisition of Guidant
was partially offset by a decrease in TAXUS stent system sales to
$2.358 billion in 2006 from $2.556 billion in 2005. The geographic
mix of TAXUS stent system sales in 2006 included $1.561 billion
of U.S. and $797 million of international sales. In 2005, we had
$1.763 billion of U.S. and $793 million of international sales. The
decline in TAXUS sales during 2006 was attributable to a
decrease in the U.S. market size due to recent uncertainty
regarding the risk of late stent thrombosis following the use of
drug-eluting stents and a decline in average market shares in
2006 relative to 2005. Late stent thrombosis is the formation of a
clot, or thrombus, within the stented area one year or more after
implantation of the stent. Exiting 2005, the percentage of drug-
eluting stents used in U.S. interventional procedures were in the
high 80 percent range, as compared to U.S. drug-eluting stent
market penetration rates in the low 70 percent range exiting
2006. Qur U.S. drug-eluting stent market share declined
throughout the first three quarters of 2005, but has been stable
during 2006 and we have maintained our market leadership posi-
tion. We expect to launch our TAXUS Express?™ stent system in
the Japan market, which we belisve exceads $500 miltion, in the
second half of 2007 and our TAXUS Liberté™ stent system in the
U.S., subject to regulatory approvals.

During 2008, our worldwide Endosurgery group sales increased
to $1.346 billion from $1.228 billion in 2005, an increase of
10 percent. Further, our Neuromodulation division, formed
following the June 2004 acquisition of Advanced Bionics Corpo-

!
{
ration, generated $234 million in net sales during 2006 as com-

pared to $148 million in 2005, an increase of 58 percent.

QOur gross profit, as a ;I)ercentage of net sales, declined from 77.9
percent in 2005 to 71.8 percent in 2006 largely as a result of
certain one-time purchase accounting adjustments associated
with the Guidant acquisition. In addition, our gross profit declined
by approximately 2.0 ;'Jercentage points due to period expenses,
including costs associa}ted with Project Horizon, a corporate-wide
cross-functional initiative to improve and harmonize our overall
quality processes and systems. Our gross profit alsc declined by
0.8 percentage points due to shifts in our product sales mix
toward lower margin péoducts, including CRM products and lower
sales of TAXUS stents in the U.S. .

Qur operating expen?es, excluding purchased research and
development and litigation-related charges, increased $1.571 bil-
fion to $4.444 billion in 2006 from $2.873 biltion in 2005. Of this
increase, $1.299 billion. related to operating expenses associated

‘with the Guidant busintless. In the second half of 2006, we main-

tained existing spendir;wg Igvels given our expectation that the
CRM market and the drug-eluting stent market will recover over
time and this infrastruti:ture will be necessary to support future
growth. In addition, we announced our plan to reallocate certain

. CRM resources, includirng those in the research and development

and sales and marketing functions; to increase innovaticn, pro-
ductivity and competitiveness; and to enhance our ability to
deliver new products to physicians and their patients. This plan

. resulted in a reduction of our CRM workforce by approximately
" b00 to 600 employees during the first quarter of 2007. We intend

to reinvest the bulk of the savings from the plan back into the
CRM business to create a strong, competitive pipeline that will
help grow revenue that, combined with expense controls, should
lead to increased profitability. The reinvestment will include addi-
tional hiring within the research and development function where

. | . .
there were shartages of desired skills.

. ' v . .
We continue to be focurlsed on examining our operations in order

. to identify cost improvement measures and reallocate resources
' to support growth initiatives.

At December 31, 2006, we had total outstanding debt of

" $8.902 billion, related primarily to the Guidant acquisition, cash of

$1.668 billion and working capital of $2.271 billion. We continued
10 generate strong operating cash flow during 2006. We expect to

“use a portion of our ofperating cash flow to reduce our out-

standing debt obligations over the next several years; -our first
upcoming debt maturity is in April 2008 for $650 million.
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|

FDA Warning Letters l '
On January 26, 2006, legacy Boston Scientific received a corpo-
rate warning letter from|the FDA, notifying us of serious
regulatory problems at three facilities and advising us that our
corrective action plan relatin'g to three site;specific warning letters
issued to us .in 2005 wasl inadequate. As stated 'in this FDA
letter, the FDA| may not. grant our requests for
exportation certificates to foreign governlments or approve pre-
market approval (PMA) applllcatrons for class Il devices to which
the quality control or current good manufactunng practices defi-
ciencies described in the |etter are reasonably related until the
deficiencies have been corrected: During 2005, in order to

| .
strengthen our corporate-wide quality controls, we launched

warning

. Project Horizon, a corporate-wide cross ~functional initiative to
improve and harmaonize our overall qualrty processes and sys-
tems. As part of Project Horizon, we have made modifications to
our process validation jand complaim management  Sys-
tems. Project Horizon has resulted iin the reallocation of
significant internal engineering and management resources to
quality initiatives, as well|as incremental spending. It also has
resulted in adjustments to product launch schedules of certain
products and the decision to discontinue certain other product
lines over time. '

In 2006, our Board of Directors created a Compliance and Quality *

Commitiee to monitor ourI compliance and quality initiatives. We
bélieve we have identified solutions to the qualit\; issues cited by
the FDA, and we contrnue to make progress in transitioning our
organization to rmplement those’ solutrons We communicate
frequently and meet regularly with the FDA to apprise them of
our progress. The FDA has communicated the need for us to
complete substantially all remediation |efforts before they will
reinspect our facilities. We have engaged a third party to audit our
enhanced guality systems in order 10 assess our corporate-wide
compliance prior to reinspection by the FDA We believe we will
be ready for the third-party audit in the second quarter of 2007.

On December 23, 2005, ’Guidant received an FDA warning letter
citing certain deficiencies with respect to its manufacturing
quality systems and record-keeping procedures in its CRM, facilityl
in St. Paul, Minnesota. |This FDA warning letter followed an
inspection by the FDA that was completled on September 1, 2005
and cited a number of oblservations‘ Guidant received a follow-up
letter from the FDA dated Januery S,i 2006. As stated in this
follow-up letter, until we have corrected the identified deficien-
cies, the FDA may not grant requests for exportation certificates
to forelgn governments or approve PMA applications for class Il

devices to which the defrcrengres descnbed are reasonably

related. The FDA conducted a further inspection of the CRM
facility between December 15, 2005 and February 9, 2006 and
made one additional inspectional observation. The FDA has
concluded its reinspection of aur CRM facilities. While we believe
this reinspection went well, we may be required to take additional
actions in order to comply with any FDA observations that we
may receive.

Outlook .

Guidant Acquisition

On April 21, 2008, we consurmmated our acquisition of Guidant.
With this acquisition, we have become a major provider in the
more than $9 billion global CRM business, enhancing our overall
competitive position and long-term growth potential and further
diversifying our product pertfolio'. The acqguisition has established
us as one of the world's largest cardiovascular device companies
and a global leader in microelectronic therapeutics.

The integration of Guidant's operations and product lines with
Boston Scientific's is complex and time-consuming, and the
separation of the Guidant businesses required by the Abbott
transaction adds complexity to the transition process. We have
entered transition services agreements with Abbott, under which
Abbott and Boston Scientific provide or make available to each
other certain services, righis, properties and assets for a tempo-
rary period. Many of these transition services agreements expire
during 2007. The failure to integrate Boston Scientific and Guidant
successfully and to manage the challenges presented by the
transition process effectively, including the retention of key
Guidant persennel and the timely execution of activities under the
transition services agreement may reduce the anticipated poten-
tia! benefits of the acquisition.

continue to incur integration and
restructuring costs as we integrate certain operations of Guidant.
In January 2007, we announced our plan to reallocate certain
CRM resources, including those in research and development as
well as sales and marketing functions, to increase innovation,
productivity and competitiveness, and t0 enhance our ability to
deliver new products to physicians and their patients. This plan
resulted in a reduction of our CRM workforce by approximately
500 to 600 employees during the first quarter of 2007, There can
be no assurances that we will realize efficiencies related to the
integration'of the businesses sufficient to ofiset incremental
transaction, acquisition-related, integration and restructuring costs

over time.

During 2007, we will

— BOSTON SCIENTIFIC AND SUBSIDIARIES |




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CDNDITI:DN AND RESULTS OF OPERATIONS

Net sales from our CRM and Cardiac Surgery businesses were
$1.503 hillion for 2008, including $1.371 billion of CRM sales and
$132 million of Cardiac Surgery sales. On a pro forma basis,
assuming a full year of results, CRM sales were $2.026 billion in
2006 as compared te $2.28 billion in 2005, The decline, on-a pro
forma basis, was a result of lower average market shares for the
Guidant devices in 2006 relative to 2005. We believe the lower
market share, as well as reduced market growth rates, was due
primarily to previous field actions in the industry. These field
actions included Guidant's decision announced on June 24, 2006
to stop selling Guidant's leading defibrillator syétems temporarily,
which were returned to the market beginning on August 2, 2005.
In addition, on June 26, 2006, we announced that we were
retrieving a specific subset of bacemakers, cardiac reéynchroniza-
tion fherapy pacemakers and ICDs due to a supplier's low-voltage
capacitor not performing consistently. We believe that these field
actions contributed to our CRM division having a lower market
share for ICDs and pacemaker systems for 2006 as compared 1o
2005.

The worldwide CRM market growth rates, including the U.S.
defibrillator market, declined during the first three quarters of
2006; these growth levels are below those experienced in recent
years, The U.S. defibri!lator market represents approxirmately half
of the worldwide CRM market. During the fourth quarter of 2008,
we expenenced a 10 percent ,sequential increase in net sales
fram our CRM business and a 13 percent increase for U.S. ICD
sales, which we believe is a sign that our market share has
increased and the CRM market is stabilizing and will return to
growth. We expect that growth rates in the worldwide CRM
market, and the U.S. ICD rnarket will recover over several years.
However there can be no assurance that these markets will
return to their historical growth rates or that we will be able to
regain CRM market share or increase net sales in a timely man-
ner, if at all. The most significant variables that may impact the
size of the CRM market and our position within this market
include: ! : '

« future product recalls or new physician advisories by us or
our competitors;

« our ability to resolve the issues identified in the CRM warning
letter to the satisfaction of the FDA: N

+ variations in clinical results, reliébility or product'perfo_rmance
of our and our competitors’ products;

« our ability to retain our sales force and other key personnel;

1
1

|
« our ability to reestablish the trust and confidence of the

implanting community, the referring community and pro-

spective patients'in our technology;
1
- delayed or Iimited!regmatory approvals;

= our ability to launch next-generation products and technology
s .
features in a timely manner, if at all;

. . it . N .
« international economic and regulatory conditions;
X ‘
« new competitive launches; .
| -
« unfavorable reimbursement policies;
. i .

- declines in average selling prices;

« the overall number of procedures performed; and

« the outcome of Iégal proceedings related to our CRM busi- o

ness, i
¥
We remain focused on our market share recovery and intend to

accelerate recovery bylregaining the trust and confidence of the
implanting community,lthe referring community and prospective
patients; continuing td“'improve our quality systems; investing in
new technologies and clinical trials; retaining our sales force and
other key personnel;t continuing research and development
productivity; and imprO\?ing physician and patient cqmmunication.
However, if these efforts are not successful, and the CRM
market does not recover according to ou} expectations, or we are
unable to regain market' share and net sales on a timely basis, our
bu5|ness financial condmon and results of operations could be
matenally adversely affected
I

Coronary Stent meess

. Coronary stent revenueirepresented apprommate!y 32 percent of
_ our consolidated net sales for 2006, as compared to 43 percent in

f
2005, primarily as aresult of the Guidant acquisition. We estimate

, that the worldwide coronary stent market approximated $6 billion

in 2006, and estlmate that drug-eluting stents represented
approxumately 90 percent of the dollar value of the worldwide
coronary stent market i in"2006. The U.S. drug- eluting stent market
for 2006 approxlmated $3 bllhon Our U.S. TAXUS sales declined
to $1.561 billion for 2006 as compared to $1.763 billion for 2005.
Recent uncertainty regeirding the risk of late stent thrombosis

" following the use of drug-eluting stents contributed to a decline in
the U.S. stent market size. In addition to the decline in U.S. drug-
" eluting stent market penetration, device utilization per procedure

t . . . .
and overall percutaneous coronary intervention volume has

‘decreased likely due to market conservatism. We believe this

i

s
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conservatism is a temporarv circumstance that, if alleviated, may
lead to an increase in futlure procedural volume and usage of
drug-eluting stents. In the fourth quarter of 2006, the FDA held a
special advisory panel meeting to discuss drug-eluting stents.
Members of the panel concluded that drug-eluting stents remain
safe and effective when urv.ed as indicate[d, and that the benefits
outweigh the risks. We believe that percutaneous coronary inter-
ventions, device utilization per procedure and drug-eluting stent
penetration rates will increase in the future, and result in a market
recovery; however, therel can be no assurance that thls will
happen or that the rmarket will recover|to previous levels. We
expect that our U.S. drug eluting ‘stent! sales in 2007 may be
below those experienced i |n 2006.

'

During 2006, our international TAXUS stent system net sales
remained consistent with‘| 2005. Drug-eiuting stent penetration
rates increased during the first half of %006. and remained rela-
tively flat throughout the second half of 2006 and exiting 20086,
the effect of which offset declines in ourjmarket share associated
with several competiti\)e‘ launches of jnew drug-e!uting stent
products in our Europe and Inter-ContinerntaI markets. We expect
competitive launches in Ithese geographies to continue to put
pressure on our market share and average selling prices in 2007.
In addition, we expect that drug-eluting| stent penetration rates
will remain relatively clonsistent in Jour Europe and Inter-
Continental markets during 2007 due, primarily to concerns
regarding the risk of iate stent thrombosis. Subject to regulatory
approval, we expect to lat‘mch our TAXUS Express? stent system
in Japan during the second half of 2007, where we estimate a

drug-eluting stent market size exceeding $500 million.

Historically, the' worldwide coronary stent market has been
dynamic and highly corrltpetitive with [significant market share
volatility. In addition, in the ordinary course of cur business, we
conduct and participate in numerous clinical trials with a variety of
study designs, patient poputations { and  trial end points.
Unfavorable or mconsrstent clinical data from existing or future
clinical trials conducted by us, by ourI competitors or by third
parties, or the markets perception of this clinical data, may
adversely impact our posmon in and share of the drug-eluting
stent market and may contribute to |ncreased ‘volatility in the
market,

However, we believe that we can maintain a leadership position
within the drug-eluting stlent markets in which we compete for a
variety of reasons, including:

« the results of our TAXUS clinical trials;

- the performance benefits of our current technology;

» the strength of our pipeline of drug-eluting stent products and
the planned launch sequence of these products;

« our overall market Ieadershrp in interventional medrcrne and
our sizeable |ntervent|0na| cardlology sales force

= our significant investments in our sales, clinical, marketing
and manufacturing capabhilities; and

» our second drug-eluting stent platform obtained as a result of
our Guidant acquisition,

However, a material decfine in our drug-sluting stent revenue
would have a significant adverse impact on our future operating
results. The most"significant variables that may impact the size of
the drug-eluting coronary stent market and our position within this
market include:

» continued concerns regarding the risk of late stent thrombo-
sis; ‘

« the entry of additional competitors in internaticnal markets
and the U.S.; '

. contrnued physician and patient confldence in our technology
and attitudes toward drug-elutlng stents;

= our ability to resclve the issues identified in the current
legacy Boston Scientific corporate warnrng letter to the sat-
isfaction of the FDA,

. declines in the average selling prices of drug-eluting stent
systems

. vanatlons in ¢linical results or product performance of our and
our competitors’ products;.

+ delayed or limited regulatory approvals;

« the overall number of procedures performed;

« unfavorable reimbursement'po'ricies;

- intellectual property litigation; . .
« the arverage number of stents used per procedure;

« our ability to maintain and expand indications for use;

« our ability to launch next-generation products and technology
features,; '

= the international adoption rate of drug-eluting stent technology;

« international economic and requlatory conditions; and

« the level of supply of our drug-eluting stent systems and
competitive stent systems.
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The TAXUS drug-eluting stent systern is currently one of only two
drug-eluting products in the U.S. market. OQur share of the drug-
eluting stent market, as well as unit prices, may be adversely
impacted as additional significant competitors enter the drug-
eluting stent market, which could cccur as early as the second
half of 2007 in the U.S.

Prior to our acquisition of Guidant, Abboit acquired Guidant’s
vascular interventicn and endovascular solutions businesses and
agreed to share the drug-eluting technology it acquired from
Guidant with Boston Scientific, including the XIENCE™ V
everolimus-eluting coronary stent system. In October of 2006; we
received CE mark approval to begin marketing the PROMUS™
stent system, which is a private-labeled XIENCE V drug-eluting
coronary stent system supplied to us by Abbott. During the fourth
quarter of 2006, we initiated a limited launch of the PROMUS
stent system in certain European countries. We expect to launch
the PROMUS stent system in certain Inter-Continental countries
in the second quarter of 2007 and in the U.S. in 2008, subject to
regulatory approval. Under the terms of our supply arrangement
with Abbott, the profit margin of a PROMUS stent system will be
significantly lower than our TAXUS drug-eluting stent. Therefore,
the mix of PROMUS stent system revenue relative to our
total drug-eluting stent revenue could have a negative impact on
our averall profitability as a percentage of revenue. In addition, we
will incur incremental costs and expend incremental resources in
order to develop and commercialize products utilizing the Guidant
drug-eluting stent system technology and to support the launch of
our internally manufactured everolimus-eluting stent system in
the future, which we expect will have profit margins more
comparable to our TAXUS stent system.

Regulatory Compliance

In January 2006, legacy Boston Scientific received a corporate
warning letter from the FDA, notifying us of serious regulatory
problems at three facilities. During 2005, in order to strengthen
our corporate-wide quality controls, we launched Project Horizon,
which has resulted in the reallocation of significant internal
engineering and management rescurces to quality initiatives, as
well as incremental spending. It also has resulted in adjustments
to product launch schedules of certain products and the decision
to discontinue certain other product lines over time. See the FDA
Warning Letters section above for further information regarding
the FDA warning Jetters. ’

There can be no assurances regarding the length of time or cost it
will take us to resolve these issues to the satisfaction of the FDA.
QOur inability to resolve these issues in a timely manner may
further delay product launch schedules, including the U.S, launch

|

of our TAXUS Liberté stent, which may weaken our competitive
position in the markets in which we participate. If our remedial
actions are not satisfactory to the FDA, we may have to devote
additional financial and human resources to our efforts, and the
FDA may take further r'egulatory actions against us, including, but
not limited to, seizing, our product inventory, obtaining a court
injunction against further marketing of our products, issuing a
consent decree or asselssing civil monetary penalties.

Intellectual Propertj: Litigation

There continues 10 be significant intellectual property litigation in
the coronary stent market. We are currently involtved in a number
of legal proceedings I\_Nith our existing competitors, including
Johnson & Johnson and Medtronic, Inc. There can be no assur-
ance that an adverse outcome n one or more of these
proceedings would not impact our ability to meet our objectives in
the market. See Note J—Commitments and Contingencies to our
2006 consolidated financial statements included in this annual

report for'a description}:af these legal proceedings.

Innovation 3

Our approach to innovation combines internally developed prod-
ucts and technologies with those we obtain externally through
our strategic acquisitions and alliances. Our research and
development program is largely focused on the development of
next-generation and nc'>;vel technotogy offerings across multiple
programs and divisions. ‘As a result of our agreement with Abbott,
we now have access to a second drug-eluting stent program,
which will complement: our existing TAXUS stent system pro-
gram. We expect to continue to invest in our paclitaxel drug-
gluting stent program, ;along with our internally manufactured
everolimus-elutin.g stent program, to continue to sustain our
worldwide drug-eluting |s;tem market leadership position. During
2007, we expect to incur incremental capital expenditures and
research and developmént expenses as a result of our duai drug-
eluting stent program‘.' We successfully launched our next-
generation drug-eluting stent product, the TAXUS Liberté stent
system, during 2005 in our Europe and Inter-Continental markets.
We expect to launch our; TAXUS Liberté stent system in the U.S.,
subject to regulatory apgroval. in addition, we expect to continue

"to invest in our CRM technologies, including our LATITUDE®

" Patient Management System, which is technology that enables

physicians to monitor deYice performance remotely while patients

‘remain in their homes, and the Frontier™ CRM technology, our

next-generation pulse gt?nerator platform. In QOctober 20086, the
FDA approved expansion of our LATITUDE System to be used for

.remote monitoring in cer;tain existing ICDs and cardiac resynchro-

nization defibrillators. We, also expect to invest selectively in areas
E
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outside of drug-eluting stent alnd CRM technologies. There can be
no assurance that these technologies will achieve technological
feasibility, cbtain regulatory approval or gain market acceptance.
A delay in the development or approval of these technologles
may adverSer impact our futtllre growth,

Qur acquisitions and alliances are intended |to expand further our
ability to offer our customllers effective,| high-quality medical
devices that satisfy their interventional \needs. Management
believes it has developed a sound .plan to integrate acquired
businesses. However, our failure to integrate these businesses
successfully could impair oulr ability to realize the strategic and
financiat objectives of these transactions. Potential future acquis-
itions, including companies with whom we currently have
strategic alliances or options|to purchase, olr the fulfilment of our
contingent consideration obligations may be dilutive to our earn-
ings and may require adlditional debt | or equity financing,
depending on- their size and nature. .Further, in connection with
these acquisitions and other strategic allianlces,-we have acquired
NUMErcus iN-process resear?h and develoement projects. As we
continue to undertake strategic growth initiatives, it is reasonable
to assume that we will acqulire additional in-process research and

development projects. ' ' .

In addition, we have entertlad a significant number of strategic
alliances with privately held and publicly traded companies. Many
of these alliances involve eq'uity invest_ments' and often give us
the opiion to acquire the o}her company or assets of the other
company in the future. Wle -enter these strategic alliances to
broaden our product technology portfolic and to strengthen and
expand our reach into existing and new markets. The success of
these alliances is an element of our growth strategy and we will
continue to seek market; opportunities| and gfoxf\;th through
selective strategic aliignces and acguisiti?ns. However, the full
benefit of these alliances is often dependent on the strength of
the other companies’ l underlying technology and ability to
execute. An inability to achieve regulatory approvals and launch
competitive product offerings or litigation’ related to these tech-
nolog|es among other factors may prevent us from realizing the
benefit of these alliances.

Even though we believe that the drug-eluting stent market and
CRM market will recover above existing revele, there can be no
assurance to the timing or| extent of this recovery. In 2007, we
will continue to reprioritize our internal research and development
project portfolio and our elxternal investment portfolio primarily
based on expectations of future market growth This repricritiza-
tion may result in our decision to sell, drscontlnue write-down, or

otherwise reduce the funding of certeln projects, operations,

investments or assets. Any proceeds from sales, or any increases
in operating cash flows, rasulting from such management actions
may -be used to reduce debt or may be reinvested' in other
research and’ development projects or other operational ini-
tiatives.

Reimbursement and Funding

Our products are purchased by hospitals, doctors and other health-
care providers who are reimbursed by thard-party payors, such as
governmental programs {e.g., Medicare and Medicaid), private
insurance plans and managed-care programs, for the healthcare
services provided to their patients. Third-party payors may provide
or deny coverage for certain technologies and associated proce-
dures based on assessment criteria as determined by the third-
party payor. Rei'mburser_nent by third-party payors for these
services is based on a wide range of methodologies that may
reflect the services’ assessed resource costs, clinical outcomes
and economic value. These reimbursement methodologies confer
different, and often conflicting, levels of financial risk and
incentives to healthcare providers and patients, and these
methodologies are subject to frequent refinements. There is no
way of predicting the outcome of reimbursement decisions, or
their impact on our operating results. Third-party payors are also
increasingly adjusting reimbursement rates and challenging the
prices charged for medical products and services. There can be
no assurance that our products will be automatically covered by
third-party payors, that reimbursement will be available or, if avail-
able, that the third-party payors’ coverage policies will not
adversely affect our ability to sell our products profitably.

International Markets

International markets are also being affected by economic pres-
sure to contain reimbursement levels and healthcare costs. Our
sales growth and profitability from our international operations
may be limited by risks and uncertainties related to economic
conditions in these regions, currency fluctuations, regulatory and
reimbursement approvals, cempetitive offerings, infrastructure
development, rights to intellectual property and our ability to
implement our overall business strategy. Any significant changes
in the competitive, political, ' regulatory, reimbursement or
economic environment where we conduct international oper-
ations may have a material impact on our business, financial
condition or results of operations.

In addition, we are required to receive or renew regulatory appro-
vals and obtain exportation certificates to foreign governments in
order to market our products in certain. international jurisdictions.
These approvals and certificates could be impacted by the FDA
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warning letters we have received. If these approvals and certifi-
cates are not renewed or obtained on a timely basis, our ability to
market our full.line of existing products within these jurisdictions
may be limited, which could have a material adverse impact on
our business.

Results of Operations
Net Sales

The following 1able provides our net sales by region and the rela- -

tive change on an as reported and constant currency basis:

2006 versus 2005 2005 versus 2004

As As
Regorted | Constant | Reposted | Constant
Currency | Currency | Curvency | Currency

Basis Basis Basis Basis

$3,502 26% 2% 10% | 0%

{in millions)

United States 54840 r| $3,852

Europe hgmal e | eea| % | % ] % [ 17%
Japan N T BT B N I R
inter-Continental [~ 813| @91 | 55| 8% | 6% | % | 28%
Intomational  |2881 | 2am | 212 zw | zw | s | 1%
Waorldwide e sezm sseoe | 2e% | 2en | tem | 1w

The following table provides' our worldwide net sales by division
and the relative change on an as reported basis:

versus | versus

{in millions)

612, $3.783 | 33451 | (51% 10%
75| 65 1 % 9%
132 13| 7% 2%
| 3| 18% 9%
wa | N Na N/A
N/A N/A N/A N/A

Interventional Cardiology

Peripheral Interventions/ Vascular Surgery
Electrophysiclogy

Neuravascular

Cardiac Surgery

Cardiac Rhythm Management

Cardiovascular 4907 | 4,49 | 27% %
Oncalogy 247 188 7% 1%
Endoscopy 697 B4t 8% 9%
Urology 324 261 15% 24%
Endosurgery 1,228 1088 | 10% 13%

148 46 |. 58%
$6.263

22%
$5.624 | 2% 12%

Neuromodulation .

Worldwide

/81821

We manage our international operating regions and divisions on a
constant currency basis, while market risk from currency
exchange rate changes is managed at the corporate level. The
relative change on a constant currency basis by division approxi-
mated the change on an as reported hasis. To calculate regional
and divisional revenue growth rates that exclude the impact of
currency exchange, we convert actual current-period net sales

from local currency

to U.S. dollars using. constant currency
exchange rates. ’

'
'

U.S. Net Sales '
In 2008, our U.S.
percent, as compared to 2005. The increase is reiated primarily to
the inclusion of $1.925 billion of U.S. -net sales from our new
CRM and Cardiac Surgery divisions. In addition, we experienced
increases in our U.S. net sales related to sales growth of
$83 miltion from our;Endosurgery group and $75 million from our
Neuromodulation division. Offsetting this increase were declines
in our U.S. net sa!es of TAXUS coronary stent systems to
$1.561 billicn for 2006 as compared to $1.783 billion for 2005 and
sales decreases of epproximately $70 million in 2006 as com-
pared to 2005 due to the expiration during the first quarter of
2006 of our agreement to distribute certain third-party guidewire
and sheath products: The decline in TAXUS sales was due princi-
pally to 8 decrease in: the U.S. drug-eluting stent market size and
a decline in average TAXUS market share in 2006 relative to 2005.
The - drug-eluting stent market decline was due to recent
uncertainty regarding‘ the risk of late stent thrombosis following
the use of drug-eluting stents, which resulted in conservative
usage by physicians: The overall size of the U.5. drug-eluting
stent market is driven primarily by the number of percutansous
coronary inter{fentioﬁal procedures performed; the number of
devices used per procedure the drug-eluting stent penetration
rate or mix betweenl hare metal and drug-eluting stents across
procedures; and average drug-eluting stent selling prices. The
primary reason for the decline in the U.S. drug-eluting stent
market size was Iower penetration rates in 20086 Trelative to 2005,
Exiting 2006, the percentage of drug-eluting stents used in U.s.
interventional procedures were in the high 80 percent range, as
compared to U.S. dru:g-efuting stent market penetration rates in
the low 70 percent range exiting 2006. The drug-eluting stent
market also declined due to decreases in the number of devices
used per procedure and slight reductions in average selling prices.
Our drug-eluting stentl market share declined threughout the first
three quarters of 200&} but has been stable during 2006. See the
Outlook section for a more detailed discussion of the drug-eluting
stent market and our position within that market. ‘

In 2005, our U.S. r']et sales increased by $350 million, or
10 percent, as cormpared to 2004. The increase resulted largely
from a full year of TAX:US stent system sales, which we launched
in March 2004 u.s. TAXUS stent system sales for 2005 were
$1.763 billion as compared to $1.57 billion for 2004, offset by a
reduction in market share compared to the prior year. The
remainder of the incr'ease in our U.S. net sales related to sales

rﬁet sales increased by $988 million, or 26 .
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growth of $83 million from our Endosurgery group and $75 million
from our Neuromodulation division., - i

International Nét Sales
In 2008, our international net sales increased by $550 million, or
23 percent, as compared to 2005 The increase related primarity
to the inclusion of $478 rnrllron of international net sales from our
new CRM and Cardiac Surgery drvrsronis The remainder of the
increase in our revenue in these markets was due to gr0wth in
various product franchlsesI including $35 ml[llon in net sales from
our Endosurgery group aAd $27 million |n sales growth from our
Neurovascular division. TAXUS stent system sales in our Europe
and Inter-Continental markets were $797 million in 2006 as
compared to $793 m:llron in 2005. TAXUS stent.system sales
were favorably impacted by drug-etuting|stent penetration rates in
these markets. The drug~t|‘=.-lut|ng stent penetration rates increased
during. the first half of 2006, and |remained relatively f{lat
throughout the second half of 2006 and exiting 2006. Market
share declines associated with “several competitors having
launched new drug-elutlng‘; stent products in these markets offset

the favorable impact of increased penetration rates.

In 2006, our legacy Boston Scientific net sales in Japan, exel‘uding
the impact of currency fluctuations, were relatively consistent
with the prior year. Due to the timing of .re'gulator'y approvat for
our TAXUS stent system and government-mandated pricing
reductions for other products, we do not expeiﬁt significant
revenue growth in our Iegacy Japan business until we iaunch our
TAXUS Express? stent system in Japan which we expect to
occur during the second‘ half of 2007. ‘Japan net sales for 2006
included $62 million from CRM and Cardiac Surgery products.

In 2005, our internatiohal net sales increased by $309 million, or
15 percent, as compared to 2004. Thejincrease related primarily
to sales growth of our TAXUS stent system by $220 million, or
38 percent, in our Europe and Inter- Contlnental markets This
increase in TAXUS stent system salés in these markets was
prrmarrly the result of rncreased market penetration rates, as weil
as the successful Iaunch of our TAXUS Liberté stent system
during 2005. The remar‘nder of the mlcrease in our revenue in
these markets was due |10 growth in \;arious product franchises,
including $57 million in incremental. sales from our Endosurgery
group and $27 million injsales growth from our Neuromaodulation
division. o '

Gross Profir o
The following table provides a summary of our gross profit:
: 2005 ’ 2004
| et %ol
. . e | Nt Net Net
{in milions} HEENE SR Snlas $ Sales $ Sales
Gross profit see | s | asw ns | am | 770

In 20086, our gross profit, as a percentage of net sales, decreased
by 6.1 percentage points as compared to 2005, Our gross profit
for. 2006 decreased as a percentage of net sales by 3.8
percentage points as compared to 2005 due to costs associated
with Guidant, including $267 million in step-up value of acquired
Guidant inventory sold during the period and a $31 million charge
associated with making our LATITUDE Patient Management
System available to many of our existing CRM patients without
additional charge. In connection with the accounting for the
Guidant acquisition, we wrote up inventory acquired from manu-
facturing cost to fair value. As of December 31, 2006, we had no
inventory step-up value remaining |n mventory In addition, our
gross profit for 2006 decreased as a percentage of net sales by
approxrmately 2.0 percentage points as compared to 2005 due to
period expeﬁses inciuding costs assaciated with Project Horizon
and certain mventor\/ charges. Shlfts in our product sales mix
toward lower margin products, including CAM products and lower
sales of TAXUS stents in the U.S., decreased our gross proflt asa
percentage of net sales by 0.8 percentage ‘points. These
decreases were offset by a 0.8 percentage point increase due to
the favorable change in currency exchange rates on our gross
profit.

In 2005, our gross profit, as a percentage of net sales, increased
by 0.9 percentage points as compared to 2004. Our 2004 gross
profit decreased by approximately 1.0 percentage points due 10
$57 million in inventory write-downs, including a $43 million write-
down attributable to recalis of certain of our coronary stent
systems and a $14 million write-down of TAXUS stent inventory
due to shelf-life dating. In addition, shifts in our product sales mix
toward higher margin products, primarily TAXUS stents, increased
our gross profit as a percentage of net sales by (.6 percentage
points. Our gross profit for 2005 was reduced as a percentage of
net sales by 0.9 percentage points related to period expenses,
including manufacturing start-up costs primarily associated with
our TAXUS Liberté stent system and increased investment in
quality initiatives. The remaining fluctuation in gross profit as a
percentage of net sales primarily related to the favorable change
in currency exchange rates.
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Operating Expenses ‘
Our operating expenses, excluding purchased research and
development and litigation-related charges, increased $1.571 hil-
lion to $4.444 hillion in 2006 from $2.873 hillion in 2005. Of this
increase, $1.299 billion related to operating expenses associated
with the Guidant business. The significant increase in each of our
operating expense categories is primarily a result of Guidant
operating expenses. The following table provides a summary of
our operating expenses, excluding purchased research and devel-
opment and litigation-related charges:

- 2006 . 2005 2004
o % of %% of
. Net Net Net
(in millions} - 3§ - |- Sales . $ Sales $ Sales
Selling, general and L .
administrative expenses (2B | 342 1814 89 1742 31.0
Research and development B
expenses 1,008 =129 680 10.8 569 101
Royalty expense oW e | @ 36 195 35
Amortization expense 530 . .68 152 24 12 20

Selling, General and Administrative {SG&A} Expenses

In 20086, our SG&A expenses increased by $861 million, or 47
percent, as compared to 2005. As a percentage of our net sales,
SG&A expenses increased to 34.2 percent in 2006 from
28.9 percent for the same period in the prior year. The increase in
our SG&A expenses related primarily to: $670 million in
expenditures associated with Guidant; $65 mitlion of acquisition-
related costs associated primarily with certain Guidant integration
and retention programs; increases of $63 million due primarily to
increased headcount attributable 1o the expansion of our sales
force within our international regions and Neuromodulation divi-
sion; and 355 million in incremental stock-based compensation
expense associated with the adoption of Statement No. 123(R),
Share-Based Payment. See the Critical Accounting Policies sec-
tion and Note L—Stock Ownership Plans to our 2006
consolidated financial statements included in this annual report
for a more detailed discussion of Statement No. 123(R). SG&A
expenses for 2005 included $21 million in costs related to certain
business optimization initiatives and $17 million in costs related to
certain retirement benefits,

In 2005, our SG&A expenses increased by $72 million, or four
percent, as compared to 2004. The increase primarily related to:
approximaiely $100 million in increased headcount and higher
compensation expense mainly attributable to the expansion of the
sales force within our Interventional Cardiology business unit and
Endosurgery group and costs related to market development ini-
tiatives; $75 million in incremental operating expenses associated

‘Rovalty Expense .

with our 2004 and 2008 acquisitions, primarily Advanced Bionics;
%21 million in costs related to certain business optimization ini-
tiatives; $19 million ;in stock-based compensation expense
associated primarily with the issuance of deferred stock units in
2005; and $17 million in costs related to certain retirement bene-
fits, Certain charges Encurred in 2004 partiaflly ofiset these
increases, including a $110 million enhancement to our 401(k)

* Plan, and a $80 million non-cash charge resulting from certain

modifications to our stock option plans. As a percentage of our
net sales, SG&A exper%ses decreased to 289 percent in 2005
from 31.0 percent |n 2004 primarily due to the increase in our net

sales in 2005. :

Research and Development (R&D) Expenses

QOur investment in R&I:D reflects spending on regulatory com-
pliance and clinical research as well as new product development
programs. in 2008, our H&D expenses increased by $328 million,
or 48 percent, as compared to 2005. As a percentage of our net
sales, R&D expenses increased to 12.9 percent in 2006 from
10.8 percent in 2005., The increase primarily related to: the
inclusion of $270 million in expenditures associated with Guidant;
approximately $30 millidn in costs related 1o the cancellation of
the TriVascular AAA program $24 million of stock-based
compensation expense ‘associated with the adoptlon of State-
ment No. 123(R); and $13 million of acquisition-related costs
associated with certain1 Guidant integration and retention pro-
grams. See the Purchased Research and Development section for
further discussion regarding the cancellation of our TriVascular
AAA stent-graft program.;

In 2005, our R&D expenses increased by $111 million, or 20
' percent, as compared to 2004, As a percentage of net sales, R&D

expenseas increased to 10.8 percent in 2005 from 10.1 percent in
2004. The increase related primarily to an increased investment of
approximately $80 million in incremental R&D expense attribut-

‘able to our 2004 and ;2005 acquisitions, primarily Advanced

Bionics and TriVascular. In addition, we increased spending on
internal R&D projects wrthln our Endosurgery group by $25 mil-

lion.

In 20086, our royalty expense increased by $4 million, or 2 percent,
as compared to 2005, The increase was due to $25 million of

Foyalty expense associat‘led with the CEM and Cardiac Surgery

products that we acquired as part of the Guidant acquisition. This

increase was offset by a decrease in royalty expense attributable

to sales of our TAXUS stent system by $20 million to $153 million
for 2006 as compared to the prior year due primarily to lower
sales volume. As a perr;;entage of net sales, royalty expense
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decreased to 3.0 percent in 2006 from 3.6 percent in 2005. This
decrease was primarily a result of the inclusion of net sales from
our new CRM and, Cardiac| Surgery products, which on average
have a lower royalty cost relative to legacy Boston Scientific net
sales.

In 2006, our royalty expense increased by $32 million, or
[ : '
16 percent, as compared to 2_004. As a percentage of net sales,
royalty expense increased 1o 3.6 percent in 2005 from 3.5 percent
in 2004. The increase in our royalty expense related to sales
growth of royalty- bearlng products prlmanly sales of our TAXUS
stent system. Rovyalty expense attnbutable 10 sales of our TAXUS
stent system increased by $27 million to $174 million for 2005 as

compared to 2004.

Amortization Expense

In 2006, our amortization expense increased by §378 million, or
249 percent, as comparec{ to 2005. As e percentage of our net
sales, amortization expense increased to 6.8 percent in 2006 from
2.4 percent in 2005, The|increase in our amortization expense
related primarily to: $334 million of amaortization “of intangible
assets obtained as part of|the Guidant acquisition; $23 million for
the write-off of intangible assets due to the cancellation of the
Trivascular AAA program; $21 million for the write-off of the
intangible assets assomated with developed technology obtained
as part of our 2005 acqwsnmn of Rubicon Medical Corporation;
and $12 million for the write-off of thet intangible assets asso-
ciated with our Real-time Position Management System (RPM}
technology, a discontinueid technology iljlatform cbtained as part
of our acquisition of Cardiac Pathways Corporation. The write-off
of the RPM intangible assets resulted from our decision to cease
investment in the tech noilogy. The write]—off of the Rubicon devel-
oped technology resu'.tedI from our decision to redesign the first
generation of the technology and concentrate resources on the
development and com:"nercializétion of the next-generation
~ product. We do not expect these program cancellations and
related write-offs to |mpact our future joperations or cash flows
-materially. Amortization expense Ifor 2005 included a $10 million
write-off of intangible essets related! to our Enteryx® Liquid
Polymer Technology, a discontinued technology piatform cbtained
as a part of our acquisition of Enteric r}nedical Technologies, Inc.
The write-off resulted from .our decision during 2005 to cease

. |
selling the Enteryx product.

In 2005, our amortization expenSe increased by $40 million, or
36 percent, as compare‘d to 2004. As a percentage of our net
sales, amonrtization expense increased to 2.4 percent in 2005 from
2.0 percent in 2004. qu increase in

was due primarity to $25 millien in

our amortization expense
incremental  amortization

expense from the iniangible assets obtained in conjunction with
our 2004 and 2005 acquisitions, primarily Advanced Bionics. In
addition, amortization expense included a $10 million write-off of
intangible assets refated to Enteryx.

-

Interest Expense

Qur interest expense increased to $435 mllhon in 2006 as com-
pared to $90 million in 2005. The increase in our interest expense
related primarily to an increase in our average debt levels used 10
finance the Guidant acquisition, as well as an increase in our
weighted-average borrowing cost. Our average debt tevels for
2006 increased to approxirately $7.2 billion 'as compared to
approximately $2.4 billion for 2005. Our weighted-average
borrowing cost for 2006 increased to 6.1 percent from 3.8 per-
cent for 2005. At December 31,
percent, of our approximately $7.234 billion in cutstanding net
debt is at fixed interest rates.

s

Our interest expense increased to $30 million in 2005 from
$64 million in 2004, The increase in 2005 as compared to 2004
related primarily 10 an increase in average market interest rates
on our borrowings.

Fair Value Adjustment

During 2006, we recorded net expense of $95 million to reflect
the change in fair value related to the sharing of proceeds feature
of the Abbott stock purchase, which is discussed in further detail

at Note D—Business Combinations to our 2006 consolidated ‘

financial statermnents included in this annual report. This sharing of
procesds feature is being marked-to-market through earnings
based upon changes in our stock price, among other factors.

Other, net

Our other, net reflected expense of $56 million in 2006 income
of $13 million in 2005 and expense of $16 million in 2004, Qur
other, net included investment write-downs of $121 million in
2006, $17 million in 2005 and $58 million in 2004, in each case
attributable to an other-than-temporary decline in fair value . of
certain strategic afliances. These write-downs were partially
offset by realized gains on investments of $9 million in 2006,
$4 million in 2005 and $36 milion in 2004. Our write-downs
during 2006 included charges of $34 million associated with
investment write-downs due primarily to the termination of a
gene therapy trial being conducted by one of cur porifolio cempa-
nies. In addition, we recorded $27 million of investment write-

 downs related to one of our vascular sealing portfolic companies

due to continued delays in its technology development and the
resulting deterioration in its financial condition. The remaining
investment write-downs were not individually significant. We do

2006, $5.886 billion, or 81-
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not expect these write-downs to impact our future operations or
cash flows materially. In addition, our other, net included interest
income of $67 million in 2006, $36 million in 2005 and $20 million
in 2004. Our interest income increased in 2006 as compared to
2005 due primarily to increases in our cash and cash equivalents
balances and increases in average market intérest rates. Qur
interest income in 2005 increased as compared to 2004 due to
increases in average market interest rates.

Tax Rate

The following table provides a summary of our reported tax rate:

Percentage Point
Increase (Decrease)
2006 2005
versus versus
2006 2005 2009 2005 2004
Reported tax rate 1.2% 29.5% 28.9% (28.3) 06
Impact of certain charges 20.2)% 5.5% 49% {25.7} 0.6

In 2006, the decrease in our reported tax rate as compared to
2005 related primarily to the impact of certain charges during
20086 that are taxed at different rates than our effective tax rate.
These charges include: purchased research and development;
asset write-downs; reversal of taxes associated with unremitted
earnings; and tax gain on the sale of intangible assets.

As of December 31, 2005, we had recorded a $133 million
deferred tax liability for unremitied earnings of certain foreign
subsidiaries that we had anticipated repatriating in the foresee-
able future. During 2006, we made a significant acquisition that,
when combined with certain changes in business conditions
subsequent to the acquisition, resulted in a reevaluation of this
liability. We have determined that we will not repatriate these
earnings in the foreseeable future and, instead, we will indef-
initely reinvest these earnings in foreign operations to repay debt
obligations associated with the acquisition. As a result,
reversed the deferred tax liability and reduced income tax
expense by $133 millicn in 20086.

we

We currently estimate that our 2007 effective tax rete, excluding
certain charges, will be approximately 21 percent due primarily to
our intention to reinvest offshore substantially all of our offshore
earnings. However, acquisitions or dispositions in 2007 and
geographic changes in the manufacture of our products may
positively or negatively impact our effective tax rate.

In 2005, the increase in our reported tax rate as compared to
2004 related primarily to the impact of certain charges during
2005 that are taxed at different rates than our effective tax rate.
These charges include; certain litigation-related charges: pur-

chased research and development; asset write-downs and
employee-related costs that resulted from certain business opti-
mization initiatives; costs related to certain retirement benefits;
and a tax adjustment associated with a technical correction made

to the American Jobs Creation Act.
|

Litigation-Related ;C/Jarges

In 2005, we recorded a $780 million pre-tax charge associated
with the Medinol Iitig'étion settlement. On September 21, 2005,
we reached a settlement with Medinol resolving certain contract
and patent |nfr|ngemem litigation. In conjunction wrth the settle-
ment agreement, we pald $750 millien in cash and cancelled our

equity investment in Medinol.
|

In 2004, we recorded é $75 million provision for certain legal and
regulatory matters, whlch included a civil settlement with the u.s.
Department of Justlce iwhnch we paid in 2005.

¥ .
See further discussion of our material legal proceedings in
Note J—Commitments and Contingencies to our 2006 con-
solidated financial state‘lments included in this annual report,

Purchased Research and Development

During 2006, we record_ed $4.119 billion of purchased research and
development. This amount included a charge of approximately
$4.169 btllron assoaated with the purchased research and
deveiopment obtaanedln conjunction with the Guidant acquisition; a
credit of approxrmately! 67 million resultlng primarily from the

- reversal of accrued contingent payments due to the cancellation of

I
the TriVascular AAA program and an expense of approximately $17

" million resulting pnmanly from the apphcatron of equity method
~ accounting for our mvestrl‘nent in EndoTex Interventional Systems.

' The $4.169 billion of pulrchased research and development asso-

ciated with the Guidant acquisition’ consists primarily of
approximately $3.26 biI1i|on for acquired CRM-related products and
approximately $540 mrlluon for drug-eluting stent technology
shared with Abbott. The purchased research and development

. value asscciated with Ithe Guidant acquisition also includes

approximately $369 mil]ion that represents the estimated fair

“valug of the potential milestone payments of up to $500 million

. that we may receive frem Abbott upon receipt of certain regu-
t

latory approvals by the,vascular intervention and endovascular

solutions businesses it a'lcquired from Guidant. We recorded the

"amounts as purchased research and development at the acquis-
=ition ‘date because the receipt of the payments is dependent on

‘acquisition date.

future research and deve1opment activity and regulatory appro-
vals and the asset has no alternative future use as of the
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The most significant purchesed research and development proi-
ects acquired from Guidant include| the Frontier CRM
technology and rights to the everolimus-elluting stent technology
that we share with Abbott.| The Frontier CRM technology repre-
sents Guidant's next-generation pulse generator platform that will
incorporate new components and software while leveraging
cerntain existing intellectual} property, technology, manufacturing

know-how and institutional knowledge of [Guidant. We expect to

leverage this platform across all CRM product lines to treat elec-
trical dysfunction in the heart. We expect to launch various
Frontier-based products colmmermally in the U.S. over the next
36 months, subject to regulatory approvzil. As of December 31,
2006, we estimate that the total costs to complete the Frontier
CRM technology-is between $150 millior|1 and $200 million. We
expect material cash inflows from Frontier-based products to

commence in 2008. Tl

The $540 million attributable to the everolimus-eluting stent
technology represents thelestimated fair value of the rights to
Guidant's everolimus-based drug-eluting! stent technclogy we
share with Abbott. In Dec‘ember 2008, we launched PROMUS,
our first-generation everolimus-based stent, supplied by Abbott, in
limited guantities in Europe. We expect to launch a first-
generation everolimus-eluting stent, supplied by Abbott, in the
U.S. in 2008, subject to regulatory approv'al We expect to faunch
an internally manufactured next-generation everoiimus-based
stent in Europe in 2010 and in the U.S. |‘n 2011. We expect that
material net cash inflows (net of operating costs, including
research and development|costs 1o complete) from our internally
manufactured everolimus-based drug- elutlng stent will com-
mence in 2010 or 2011, followrng ns approval in Europe and in
the U.S. As of Decernber 31 2006 we estimate that the cost 10
complete the next—generatron everalimus ’elutlng stent technology
project is between $200 million and $250 million. The in-process
projects acquired in conjunction with the!I Guidant acquisition are
generally progressing in line with our estimates as of the acquis-
ition date. !

i

In 2005, we recorded $276 million of purchased research and
development. Qur 2005 purchased research and development
consisted of: '$130 million relating to'ow acquisition of Tri-
Vascular; $73 million relatrng to our acquisition of Advanced Stent
Technologies, Inc. (AST); §45 million relating to our acquisition of
Rubicon; and $3 million relating to our acqursmon of CryoVascular
Systems, Inc. In addition, jwe recorded $25 million of purchased
research and development in comunctlon with obtaining dis-
tribution rights for new brlaln monltorlng‘ technology that Aspect

Medical Systemns, one of our strategic partners, is currently

developing. This technology is designed to aid the diagnosis and
treatrment of depression, Alzheimer’s disease and other neuro-
logical conditions,

The most significant 2005 purchased research and development
projects included TriVascular's AAA stent-graft and AST's Petal™
bifurcation stent, which collectively represented 73 percent of our
2005 purchased research and development. During the second
guarter of 2008, management cancelled ‘the TriVascular AAA
stent-graft program. The program cancellation was due principally
to forecasted increases in time and costs to complete the devel-
opment of the stent-graft and to receive regulatory approval We
do not expect the program cancellation and related write-downs
to impact our future operatnons or cash flows materially. The
cancellation of the’ TriVascular AAA program ‘resulted in the
shutdown of our facility in Santa Rosa, California and the
displacement of approximately 300 employees. During 20086, we
recorded a charge"to research and development‘ expenses of
approxrmately $20 million assocrated prlmarrly wrth wrrte-downs
of fixed assets and a charge to research and development
expenses of approximately $10 million associated with severance
and related costs incurred in connection with the cancellation of
the TriVascular AAA program. In addition, we recorded an
impairment charge related to the remaining TriVascular intangible
assets and reversed our accrual for contingent payments
recorded in the initial purchase accounting. The effect of the
write-off of these assets and liabilities was a $23 million charge to
amortization expense and a $67 million credit to purchased
research and development during the second quarter ‘of 2006, We
completed substantially the shutdown activities during the third
quarter of 2008.

AST's Petal bifurcation stent is designed to expand into the side
vessel where a single vessel branches into two vessels, permit—
ting bloocd to flow into both branches of the bifurcation and
providing’support at the junction. We estimate the remaining cost
to complete the Petal bifurcation stent to be between
$100 milion and $125 million. We expect material net cash
inflows from the Petal bifurcation stent to begin in 2011, which is
when we expect the stent to be commercially available in the
U.S. in a drug-eluting configuration. The AST Petal bifurcation
stent in-process project is generally progressing in line with our
estimates as of the acquisition date.

In 2004, we recorded $65 million of purchased research and
development. Our 2004 purchased research and development
consisted primarily of $50 million relating‘to our acquisitions of
Advanced Bionics and $14 million relating to our acquisition of
Precision Vascutar Systems, Inc. The most significant in-process
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projects acquired in connection with our 2004 acquisitions
included Advanced Bionics’ bion® microstimulator and drug
delivery pump, which collectively represented 77 percent of our
2004 acquired in-process projects’ value. The bion micro-
stimulator is an implantable neurcstimulaticn device designed to
treat a variety of neurological conditions. We estimate the
remaining cost to complete the bion microstimulator for migraine
headaches to be approximately $35 million. We expect material
net cash inflows from the bion microstimulator to commence n
2011, following its approval in the U.S., which we expect to occur
in 2010. The Advanced Bionics drug delivery pump is an
implanted programmable device designed to treat chronic pain.
We estimate the remaining cost to complete the drug delivery
pump to be between $50 million and $60 million. We continue to
assess the pace and risk of development of the drug delivery
pump, as well as general ‘market opportunities for the pump,
which may result in a delay in the timing of regulatory approval or
lower potential market value. We currently expect material net
cash inflows from the drug delivery pump to commence in 2012,
following its approval in the U.S., which we expect to occur in
2011 or 2012. The estimated timing and costs to complete the
bion microstimulator and the drug delivery pump have increased
refative to what we estimated as of the acquisition date; how-
ever, we do not believe these increases will have a material
impact on our results of operations or financial condition.

Liquidity and Capital Resources

The following tables provide a summary of key performance
indicators that we use to assess our liguidity and operating per-
formance: l

fin millions) | 2008 7. 2005 2004
Cash and cash equivalents b s $ 689 $1,296
Short-term marketable securities LT 159 344
Cash provided by operating attivities 0 yipast 903 1,804
Cash used for investing activities 9312 " 551 1,622
Cash provided by (used for) financing activities i 8;43@5 | {954} 439
EBITDA? alZon | 1278 1904

2 The following represents a reconciliation between EBITDA and net (loss) income:

[in miltions) 2005 2004

EBITDA $1,278 $1,804
interest income 36 20
Interest expense {90} (64)
Incorme taxes {263) (432)
Stock-based compensation expense (19} 91)
Depreciation and amortization {314} {275)
Net (loss) income : :,—S(;;S‘i'-'] | $ 628 $1,062

{in millions} ' 2005

Short-term debt . $ 156
Long-terrn debt ] 1,864
Gross debt ' 2,020
Less; cash, cash equivalents and marketable securities 848
Net debt ) sl SR

Management uses EB:ITDA to assess operating performance and
believes that it may assist users of our financial statements in
analyzing the underlying trends in our business over time. Users
of our financial staten’i\ents should consider this non-GAAP finan-
cial information in addition to, not as a substitute for, or as
superior to, financial;information prepared in accordance with
GAAP. Our EBITDA iqcluded pre-tax charges of $4.715 billion in
2008, $1.112 billion in 2005 and $340 million in 2004; see the
Executive Summary sr'?ction for a description of these charges.

OpemtingActivitiéE;

Cash generated by our operating activities continues to be a
major source of funds for servicing our outstanding debt obliga-
tions and investing in our growth. The increase in cash generated
by our operating activities in 2006 as compared to 2005 is
attributable primarily ito significant one-time paymemnts made
during 2006, consisting of: an approximate $75 million settlement
payment made to the Department of Justice; a one-time $110
million 401({k) contribdtion; a cash settlement with Medinol of
$750 million; and tax ;')ayments, including those associated with
the American Jobs Création Act. Cash paid for income taxes and
interest was $423 million in 2006 and $437 milion in 2005. We
expect to make approximately $400 million in tax payments
during the first quaner‘of 2007 associated primarily with the gain
on the sale of Guidani_[‘s vascular intervention and endovascular
solutions businesses tlo' Abbott.

Investing Activities

We made capital expenditures of $341 million in 2006 and 2005.
Capital expenditures in 2006 included $107 million associated
with our CRM and Cardiac Surgery divisions. Legacy Boston
Scientific capital expen@itures declined in 2006 compared to 2005
due to significant capital expenditures incurred in the prior year to
enhance our manufacturing and distribution capabilities. We
expect to incur capital éxpenditures of approximately $450 million
during 2007, which includes a full year of capital expenditures for
our CRM and Cardiac $urgery divisions; and capital expenditures
to further upgrade oun quality systems, to enhance our manu-
facturing capabilities in order to support a second drug-eluting

t
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stent platform, to facilitate the integration of Guidant and to
support continuous growthlin our business units, including our
Neuromaodulation division.

Our {nvesting activities during 2006 ihclud?d: $15.4 billion of cash
payments for our acquisition of Guidant, including approximately
$100 million associated with the t:!uyout of options of certain
former Guidant vascular intlervention and |endovascular solutions
employees in connection \.‘Lith the sale ?f these businesses to
Abbott, and approximately $800 million of direct acquisition costs;
$6.7 billion of cash acquirecl:i from Guidant, including proceeds of
$4.1 hillion from Guidant's sale of its vascular intervention and
endovascular solutions bu’sinesses to Abbott; $397 million in
contingent payments associated primarily with Advanced Bionics,
CryoVascular and Smart Th‘lerapeutics, Inc:; and $65 million of net
payments for - strategic alliances with both privaiely held and

publicly traded entities.

In January 2007, we acquired EndoTex! a developer of stents
used in the treatment of stenotic lesions iln the carotid arteries. In
conjunction with the achljisition of EndoTex, we paid approx-
imately $100 million, which included approximately five million
shares of our common stock valued at approximately $90 million
and cash of $10 million, ir|1 addition 1o oa.lr previous investments
and notes issued of approximately $40 million, plus future
consideration that is contihgent upon EndoTex achieving certain
performance-related milestones. We do not expect significant
purchased research and Eevelopment charges associated with
this acquisition because l'EndoTex obtained FDA approval of its

carotid stent system prior to acquisition. .

Financing Activities

Our cash flows from financing activities reflect issuances and
repayments of debt, payments for share repurchases and pro-
ceeds from stock issuances related to our equity incentive
programs. '

Woe had outstanding borro‘wings of $8.902 billion at December 31,
2006 at a weighted avelrage interest rate of 6.03 percent as
compared {o outstanding borrowings of $2.02 billion at
December 31, 2005 at a weighted avelrage interest rate of 4.8
percent. During 2006, we received net proceeds from borrowings
of $6.888 billion, which we used primarily to finance the cash
portion of the Guidant acquisition. There were no amounts out-
standing against our available credit |lines of $2.35 billion at
December 31, 2006. ;See Note F—Borrowings and Credit
Arrangements 1o our 2006 consolidated financial statements
included in this annual report for specific details regarding our
2006 and 2005 debt transactions.

The debt maturity schedule for the significant components of our
long-term debt as of December 31, 2006, is as follows:

- Payments Due by Period
fin millions} 2008 2008 010 201 Thereafter | Tatal
Term loan $650 $650 $1,700 $2.000 $5,000
Abbott loan 500 900
Senior notes B50 $2,200 3050
$650 $650 $1,700 $3,750 $2.200 $8,950

We expect to use a poirtion of our operating cash flow to reduce
our outstanding debt obligations over the next several years. We
will continue to examine all of our operations in order to identify
cost improvement measures that will better align operating
expenses with expected revenue levels and reallocate resources
to better support growth initiatives. In addition, we have the flexi-
bility to sell certain non-strategic assets and implement other
strategic initiatives, which may generate proceeds that would be
available for debt repaymem‘.

As of December 31, 2008, our credit ratings were BBB from Fitch
Ratings; Baa3 from Moody's Investor Service; and BBB from
Standard & Poor’'s Rating Services (S&P). These credit ratings are
investment grade. The Moody's and S&P ratings outlook is cur-
rently negative. ' '

Our revolving credit facility and term loan agreement requires that
we maintain a ratio of debt to pro forma EBITDA, as defined by
the agreement, of less than or equal to 4.5 to 1.0 through
December 31, 2007 and 3.5 10 1.0 thereafter. The agreement also
requires that we maintain a ratio of pro forma EBITDA, as defined
by the agreement, to interest expense of greater than or equal to
3.0 10 1.0. As of December 31, 2006, we were in compliance with
both of these debt covenants. Exiting 2006, our ratio of debt to
pro forma EBITDA was 3.6 to 1.0 and the ratic of pro forma
EBITDA to interest expense was 5.6 to 1.0. Any breach of these
covenants would require that we obtain waivers from our lenders
and there can be no assurance that our lenders would grant such
waivers. Our inability to obtain any necessary waivers, or to
obtain them on reasonable terms, could have a material adverse
impact on our operations.

Equity

In March 2006, we fifed a new public registration statement with
the SEC. During the first quarter of 2006, we increased our
authorized common stock from 1.2 billion shares to 2.0 billion
shares in anticipation of our acquisition of Guidant, and issued
approximately 577 million shares to former Guidant shareholders
in *conjunction with the acquisition. In April 2006, we issued
approximately 65 miltion shares of our common.steck under this
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registration statement to Abbott for $1.4 billion, See Note D—
Business Combinations to our 2006 consolidated financial state-
ments included in this annual report for further details on the
Guidant acquisition and Abbott transaction.

During 2006, we received $145 million in proceeds from stock
issuances related to our stock option and employee stock pur-
chase plans as compared to $94 million in 2005. Proceeds from
the exercise of employee stock options and employee stock
purchases vary from period to period based upon, among other
factors, fludfuations in the exercise and stock purchase patterns
of employees.

We did not repurchase any of our common stock during 2006.
Woe repurchased approximately 25 million shares of our common
stock at an aggregate cost of $734 million in 2005, and 10 million
shares of our common stock at an aggregate cost of $360 million
in 2004. Since 1992, we have repurchased approximately
132 million shares of our common stock and we have approx-
imately 12 million shares of cur common stock held in treasury at
year-end. Approximately 37 million shares remain under our
previous share repurchase authorizations.

Contractual Obligations and Commitments

The following table provides a summary of certain information
concerning our obligations and commitments to make future
payments, which is in addition to our outstanding pringipal debt
obligations as presented in the previous table. See Note D—
Business Combinations, Note F—Borrowings and Credit
Arrangements and Note H—Leases to our 2006 consolidated
financial statements included in this annual report for additional
information regarding our business combinations, debt obliga-
tions and lease arrangements. In accordance with U.S. GAAP, our
consolidated balance sheets do not reflect the obligations below
that relate to expenses incurred in future periods.

Payments Due by Pariod
{in militons) 2007 2008 2009 mo am Thereafter Total
Operating leases | § 61 £47 | E24 | 811 $ 5 $ 36 $ 184
Purchase
obligations! 182 1 1 1 185
Minimum royalty
obligations 3 3 3 1 1 6 17
Interest
paymentstt . 521 497 457 - 4 1,013 3,073
$767 | $548 | %485 | €384 | S0 $1,055 $3,459

t These obligations related primarily to inveniory commitments and capital
expenditures entered in the normal course of business,

t1 !nterest payment amounts related 1o the $5.0 billion five-year term loan are
projected using market interest rates as of December 31, 2006. Future
interest payments may differ from these projections based on changes in the
market interest retes.

[}
Certain of our business combinations involve the payment of

contingent. consideration. See Note D—Business Combinations
to our 2008 consolidated financial staterments included in this
annual report for the estimated maximum potential amount of
future contingent consideration we could be required to pay
associated with ouribusiness combinations. Since it is not
possible to estimate when, or even if, the acquired companies
will reach their performance milestones or the amount of con-
tingent consideration payable based on future revenues, the
maximum contingent consideration has not been included in the
table above. Additioqally, we may consider satisfying these
commitments by issuing our stock or refinancing the commit-
ments with cash, inclu'lding cash obtained through the sale of our
stock.

Certain of our equity investments give u$ the option to acquire
the company in the future or may require us to make payments
that are contingent upon the company achieving certain product
development targets of obtaining regulatory approvals. Singe it is
not possible to estimate when, or even if, we will exercise our
option to acquire thesget companies or be required to make these
contingent payments, | we have not included . future potential
payments relating to th'gse equity investments in the table above.

At December 31, 2006, we had outstanding letters of credit and
bank guarantees of aplnproximate!y $90 million, which primarily
consisted of financial ltines of credit provided by banks and
collateral for workers' compensation programs. We enter these
letters of credit and bank guarantees in the normal course of
business. As of Decemper 31, 2006, we have not drawn upon the
letters of credit or guarantees. At this time, we do not believe we
will be required to fund any amounts from the guarantees or
letters of credit and, accordingly, we have not recognized a

" related liability in our financial statements as of December 31,

2006. Our letters of credit and bank guarantees were immaterial
at December 31, 2005. ! ;

. /
Critical Accounting Policies
We have adopted accounting policies to prepare our consolidated
financial statements in conformity with U.S. GAAP. We describe
these accounting police% in Note A—Significant Accounting Poli-
cfes to our 2006 consolidaied financial statements included in this
annual report. | l

1
"To prepare our consolidated financial statements in accordance

with U.S. GAAP, management makes estimates and assurmptions
"that may affect the repor'ted amounts of our assets and liabilities,
‘the disclosure of contingent assets and liabilities at the date of
“our financial statements and the reported amounts of our revenue

BOSTON SCIENTIFIC AND SUBSIDIARIES

— 16 —




|

MANAGEMENT'S DISCUSSION I’AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
|

and expenses during the reporting period. Our actual results may
differ from these estimates.

We consider estimates to be critical i} if we are required to make
assumptions about material matters that are uncertain at the time
of estimation or {ii) if mategially different, |estimates could have
been made or it is reasonably likely that the accounting estimate
will change from periad to period. The follbwing are areas that we

consider critical: .

Revenue Recognition

Our revenue consists prima‘rily of the sale of single-use medical
devices. We consider revenue to be realized or realizable and

earned when all of the fallowing criteria are met: persuasive
evidence of a sales arrange'ment exists; delivery has occurred or
services have been rendered; the price is fixed or determinable;
. and collectibility is reasonably assured. We generally meet these
criteria at the time of shipment when the risk of loss and title
passes to the custormner or distriblutor, unless a consignment
arrangement exists. We recognize revenue from consignment
arrangements based on |product usage, or implant, which
indicates that the sale is complete. For alt| other transactions, we
recognize revenue when title to the goods and risk of loss
transfer to customers, provided there !’:nre no remaining sub-
stantive performance obligations required of us or any matters
requiring customer accepltance. For multipte-element arrange-
ments, whereby the sale| of devices is combined with future
service obligations, we defer revenue on the undelivered ele-
ments based on verifiable objective ievidellace of fair value.

We generally allow our customers 'to return defective, damaged
and, in certain cases, expi}ed products for credit. In addition, we
may allow customers to return previously purchased products for
next-generation product offerings, We |establish a reserve for
sales returns when the initial product is|sold. We base our esti-
mate for sales returns [upon contractual commitments and
historical trends and recorded such amount as a reduction to
revenue,

.

We offer sales rebates and discounts 10 certain customers, We
treat sales rebates and discounts as a reduction of revenue and
classify the correspondir‘lg liabllity as' current. We estimate
rebates for products where there [is sufficient historical
information available to predict the volume of expected future
rebates, If we are unat:LIe to es;timate the expected rebates
reasonably, we record

percentage offered.

a liability for the maximum rebate

Inventory Reserves

We base our provisions for excess, obsotete or expired inventary
primarily: on our estimates of forecasted net sales levels. A sig-
nificant change in the timing or level of demand for our products
as compared to forecasted amounts may result in recording addi-
tional provisions for excess or expired inventory in the future. The
industry in which we participate is characterized by rapid product
development and frequent new product introductions. Uncertain
timing of next-generation product approvals, variability in product
launch strategies, product recalls and variation in product uti-
lization all impact the estimates related to excess and obsolete
inventory.

Valuation of Business Combinations _

We allocate the amounts we pay for each acquisition to the
assets we acquire and liabilities we assume based on their fair
values at the dates of acquisition, We then allocate the purchaée
price in excess of net tangible assets acquired to identifiable
intangible assets, including purchased research and development.

We hase the fair value of identifiable intangible assets on detailed
valuations that- use information and assumptions provided by
management. We allocate any excess purchase price over the fair
value of the net tangible and intangible assets acquired to good-
will. The use of alternative valuation assurnptions, including
estimated cash flows and discount rates, and alternative esti-
mated useful life assumptions could result in different purchase
price allocations, purchased research and'development charges,
and intangible asset amortization expense in current and future
periods.

The valuation of purchased research and development represents
the estimated fair value at the dates of acquisition related to
in-process projecis. Our purchased research and development
represents the value of in-process projects that have not yet
reached technolegical feasibility and have no alternative future
uses as of the date of acquisition. The primary basis for
determining the technological feasibility of these projects is
obtaining regulatory approval to market the underlyiné products in
an applicable geographic region. We expense the value attribut-
able to these in-process projects at the time of the acquisition. If
the projects are not successful or completed in a timely manner,
we may not realize the financial benefits expected for these
projects or for the acquisitions as a whole. In addition, we record
certain costs associated with our strategic alliances as purchased
research and development.

— 17 —

BOSTON SCIENTIFIC AND SUBSIDIARIES

o

i
[
r

A




MANAGEMENT'S DISCUSSION AND ANALYSIS DF:FINANCIAL CONDITION AND RESULTS OF OPERATIONS

We use the income approach to determine the fair values of our '
purchased research and development. This approach determines |
fair value by estimating the after-tax cash flows attributable to an

in-process project over its useful life and then discounting these
after-tax cash flows back to a present value. We base our rev-
enue assumptions on estimates of relevant market sizes,

expected market growth rates, expected trends in technology and '

expected product introductions by competitors, In arriving at the
value of the in-process projects, we consider, amaong other fac-
tors: the in-process projects’ stage of completion; the complexity
of the work completed as of the acquisition date; the costs

already incurred: the projected costs to complete; the contribution

of core technologies and other acquired assets; the expected
introduction date; and the estimated useful life of the technology.
We base the discount rate used to arrive at a present value as of
the date of acquisition on the time value of money and medical
technology investment risk factors. For the in-process projects
we acquired in connection with our recent acquisitions, we used
the following ranges of risk-adjusted discount rates to discount
our projected cash flows: 13 percent to 17 percent in 20086,
18 percent to 27 percent in 2005, and 18 percent to 27 percent in
2004. We believe that the estimated purchased research and
development amounts so determined represent the fair value at
the date of acquisition and do not exceed the amount a third party
would pay for the projects.

Impairment of Intangible Assets

We review our intangible assets quarterly to determine if any
adverse conditions exist or a change in circumstances has
occurred that would indicate impairment or a change in their
remaining useful fife. In addition, we review our indefinite-lived
intangible assets at least annually for impairment and reassess
their classification as indefinite-lived assets. To test for impair-
ment, we calculate the fair value of our indefinite-lived intangible
assets and compare the calculated fair values to the respective
carrying values. '

We test our March 3% goodwiil balances during the second
quarter of each year for impairment, or more frequéntly if certain
indicators are present or changes in circumstances suggest that
impairment may exist. In performing the test, we calculate the
fair value of our reporting units as the present vatue of estimated
future cash flows using a risk-adjusted discount rate. The
selection and use of an appropriate discount rate reguires sig-
nificant management judgment with respect to revenue and
expense growth rates. We have not recorded impairment of
goodwill in any of the years included in our consolidated state-
ments of operations.

Investments in Strategic Alliances

We account for invel;stments in companies over which we have
the ability to exercise significant influence under the equity
method if we hold 50 percent or less of the voting stock. We
account for invéstmeﬁts in companies over which we do not have
the ability to exercise:significant influence under the cost mathad.
Our determination of whether we have the ability to exercise
significant influence' over an investment requires judgment..
Factors that we consider in determining whether we have the’
ability to exercise significant influence include, but are not lim-
ited to: |

- our tevel of representation on the Board of Directors;
|

« our participation in the investee’s policy-making processes;
» transactions with the investee in the ordinary course of
business; N

. | .
« interchange of mapagenal personnel;

. ol .
+ the investee's fmgncnal or technolegical dependency on us;

and |
{ .
= our gwnership in relation to the concentration of other share-

holders. ‘

We regularly review our strategic alliance investments for impair-
ment indicators. If weldetermine that impairment exists and it is
other-than-temporary,l\'l.'ve recognize an impairment loss equal to
the difference between an investment’s carrying vatue and its fair
value. Our exposure tc:a loss related to our strategic alliances is
generally limited to our equity investments and notes receivable
associated with these allliances.

See Note A—Sigm’ﬁc%ant Accounting Policies and Note C—
Investments in Strategic Alliances to our 2006 consolidated finan-
cial statements included in this annual report for a detailed
analysis of our investments and our accounting treatment for our
investment portfolio. :

Income Taxes !

We utilize the asset and liability method for accounting for income
taxes. Under this method, we determine deferred tax assets and
liabilities based on diff;erences between the financial reporting
and tax bases of our assets and liabilities. We measure deferred
tax assets and liabilities using the enacted tax rates and laws that

will be in effect when we expect the differences to reverse.

I
We recognized net deferred tax liabilities of $2.201 billion at

December 31, 2006 and; $110 million at December 31, 2005. The
liabilities relate primarily to deferred taxes associated. with our
|
|
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acquisitions. The assets relate primarily to the establishment of

inventory and product-related reserves,| litigation and product
liability reserves, purchasl‘ed research Iand development, net
operating loss carryforwards and tax credit carryforwards. In light
of our historical financial performance, we believe we will sub-

stantially recover these assets.

We reduce our deferred tax assets by a valuation allowance if,
based upon the weight of available evidence, it is more likely than
not that we will not realize some portion or ail of the deferred tax
assets. We consider relevant evidence,] both positive and neg-
ative, to determine ther need for a valuation allowance.
Information evaluated |ncludes our fmanmal position and results of
operations for the CUrrent and preceding years, as well as an
evaluation of currently avallable information about future years

We do not provide income taxes on unremitted earnings of our
foreign subsidiaries wherelz we have ind'efinitely reinvested such
earnings in our foreign oéerations. It is not practical to estimate
the amount of income ta'xes payable on the earnings that are
indefinitely reinvested in foreign operations. Unremitted earnings
of our foreign subsidiaries that we have indefinitely reinvested
offshore are $7.186 b!illion at December 31, 2006 and
$2.106 billion at Decembelr 31, 2005.

We provide for potential ellrnounts due in various tax jurisdictions.
In the ordinary course of conducting business in multiple coun-
tries and tax jurisdictiolns, there are| many transactions and
calculations where the ultimate tax outcome is uncertain. Judg-
ment is required in degtermining our' worldwide income tax
provision. In our opinion,| we have made adequate provisions for
income taxes for all years subject to audit. Although we helieve
our estimates are reascnable, we can make no assurance that the
final tax outcome of thesie matters will|not be different from that
which we have reflected in our historical income tax provisions
and accruals. Such diffejrences could have a material impact on
our income tax provision and operating resulis in the period in
which we make such determination.

See Note l—Income Taxes to our 2?06 consclidated financial
statements included in tFis annual report for a detailed analysis of
our income tax accounting.

- Legal, Product Liability Costs and Securities Claims

We are involved in various legal and regulatory proceedings,
including intellectual prclnperty, breach|of contract, securities liti-
gation and product Iiablility suits. In some cases, the claimants
seek damages, as well as other relief, which if granted, could
require significant expenditures or impact our ability to sell our
products. We are substantialty self-insured with respect to gen-

eral, product liability and securities claims and record losses for
claims in excess of the limits of purchased insurance in earnings
at the time and to the extent they are probable and estimable. In
accerdance with FASB Statement No. 5, Accounting for Con-
tingencies, we accrue anticipated costs of settlement, darnages,
loss for general product liability claims and, under certain con-
ditions, costs of defense based on historical experience or 1o the
extent specific losses are probable and estimable. Otherwise, we
expense these costs as incurred. If the estimate of a probable
loss is a range and no amount within the range is more likely, we
accrue the minimum amount of the range. Our accrual for legal
matters that are probable and estimable was $485 million at
December 31, 2006 and $35 million at December 31, 2005. In
connection with our acquisitton of Guidant, the number of product
liability claims and other legal proceedings filed against us,
including private securities litigation and shareholder derivative
suits, significantly increased. The amounts accrued at
December 31, 2006 represent primarily accrued legal defense
costs related to assumed Guidant litigation and product liability
claims recorded as part of the purchase price. In connection with
the acquisition of Guidant, we are still assessing certain assumed
litigation and product liability claims to determine the amounts
that management believes will be paid as a result of such claims
and litigation and, therefore, additional losses may be accrued in
the future. See further discussion of our material legal proceed-
ings Note J—Commitmemts and Contingencies to our 2006
consolidated financial statements included in this annual report.

Stack-Based Compensation

On January 1, 2006, we adopted FASB Statement No. 123(R),
Share-Based Payment, which requires all share-based payments
to employees, including grants of employee stock options, to be
recognized in the consolidated statements of operations based cn
their fair values. We adopted Statement No, 123(R) using the
"mbdified-prospective method” and have not restated prior
period results of operations and financial position io reflect the
impact of sto.r.:k-based' compensation expense under Statement
No. 123(R). We use the Black-Scholes option-pricing model to
calculate the grant-date fair value of our stock options. We value
restricted stock awards and deferred stock units based on the
closing trading value of our shares on the date of grant. The
following represents the assumptions used in calculating our
stock-based compensation expense that require significant
judgment by management:

Expected Volatility—We have considered a number of factors in
estimating volatility. For options granted prior to 2006, we used
our historical volatility as a basis 1o estimate expected volatility in
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our valuation of stock options. We changed our method of esti-
mating volatility upen the adoption of Statement No. 123(R}. We
now consider historical volatility, trends in volatility within our
industry/peer group and implied volatility.

Expected Term—We estimate the expected term of our optiohs
using historical exercise and forfeiture data. We believe that this
historical data is currently the best estimate of the expected term
of our new option grants.

Estimated Forfeiture Rate—We have applied, based on an
analysis of our historical forfeitures, an annual forfeiture rate of
eight percent to all unvested stock awards as of December 31,
2008, which represents the portion that we expect will be for-
feited each year over the vesting period. We will reevaluate this
analysis periodically and adjust the forfeiture rate as necessary.

Ultimately, we will only recognize expense for those shares that
vest,

See Note L—Stock Ownership Plans to our 2006 consolidated
financial statements included in this annual report for further
discussion regarding our adeption of Statement No. 123(R).

New Accounting Standard

In July 20086, the FASB issued Interpretation No. 48, Accounting
for Uncertainty in Income Taxes—an interpretation of FASB
Statement No. 109, Accounting for Income Taxes, to create a
single model to address accounting for uncertainty in tax posi-
tions. Interpretation No. 48 requires the use of a two-step
approach for recognizing and measuring tax benefits taken or
expected to be taken in a tax return and disclosures regarding
uncertainties in income tax positions, including a roll forward of
tax benefits taken that do not qualify for financial statement
recognition. We will record the cumulative effect of initially
adopting Interpretation No. 48 as an adjustment to cpening
retained earnings in the year of adjustment and present such
adjustment separately. Only tax positions that we are more likely
than not to realize at the effective date may be recognized upon
adoption of Interpretation No. 48. We are required to adopt Inter-
pretation No. 48 effective for our first quarter of 2007. We are

currently in the process of assessing the impact of the new
standard.

—r -
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Market Risk Disqlosures
We develop, manufacture and sell medical devices globally and

our earnings and cash flow are expesed to market risk from
changes in currency exchange rates and interest rates. We
address these risks through a risk management program that
includes the use of derivative financial instruments. We operate

the program pursuant to dolcumented corp’orate risk management
policies. We do not enter derivative transactions for speculative
purposes. Gains and losses on derivative financial instruments
substantially offset losses and gains on underlying hedged
exposures. Furthermore,. we manage our exposure to counter-
party nonperformance on qerivative instru|ments by entering into
contracts with a diversifieq group of major financial institutions
and by monitoring outstanding positions.

Our currency risk consists primarily' of foreign currency denomi-
nated firm commitments, forecasted foreign currency
denominated intercompany‘ and third-party transactions and net
investments in certain subsidiaries. We |use both nonderivative
{primarily European manulfacturing opelrations) and derivative
instruments to manage our earnings and cash flow exposure to
changes in currency exchange rates. Wejhad currency derivative
instruments outstanding in the contract amount of $3.413 billion
at December 31, 2006 and $3.593 billion|at December 31, 2005.
We recarded $71 million of other assets and $27 million of other
liabilities to recognize thei fair value of [these derivative instru-
ments at December 31, 2006 as compared to $176 million of
other assets and $55 m;illion of othe'r liabilities recorded at
December 31, 2005. A 10 percent appreciation in the U.S. dollar's
value relative to the heﬁged currencies would increase the
derivative instruments’ fairjvalue by $112|million at December 31,
2006 and by $129 miflion]at December (31, 2005. A 10 percent
deprecnatlon in the U.S. dollar’s value [relative to the hedged
currencies would decrease the denvatlve instruments’ fair value
by. $134 miliion at Dece:mber 31, r20?6 and- $157 million- at
December 31, 2005. Any increase or decrease in the fair value of
our currency exchange ‘rate sensitive| derivative instruments
would be substantially offset by a corresponding decrease or
increase in the fair value of the hedged underlying asset, liability
or forecasted tralnsaction.

Our interest rate risk rela'tes primarily tlo U.S. dollar borrowings
partially offset by U.S. dolllar cash?inves’tments. We use interest
rate derivative instruments to manage the risk of interest rate
changes sither by converting floating-rate borrowings into fixed-
rate borrowings or fixed-rate borrowmgs into  floating-rate
borrowings. We had interest rate deruvatlve instruments out-
standing in the notional amount of $2.0 billion at December 31,

2006 and $1.1 billion at December 31, 2005. The increase in the
notional amount is due to $2.0 hillion of hedge contracts related
to our $5.0 billion five-year term loan, offset by our termination of
$1.1 billion in hedge contracts related to certain of our existing
senior notes. We recorded $11 million of cther liabilities to recog-
nize the fair value of our interest rate derivative instruments at
December 31, 2006 as compared to $21 million of other assets
and $7 million of other liabilities recorded at December 31, 2005.
A one percentage point increase in interest rates would increase
the derivative
December 31, 2006 as compared to a decrease of $74 million at
Decernber 31, 2005. A one percentage point decrease in interest
rates would decrease the derivative instruments’ fair value by
$26 million at December 31, 2006 as compared to an increase of
$80 million at December 31, 2005. Any increase or decrease in
the fair value of our interest rate derivative instruments would be
substantially offset by a corresponding decrease or increase in
the fair value of the hedged interest payments related 1o the
hedged term Joan. At December 31, 2006, $5.886 billion, or 81
percent, of our approximately $7.234 billion in outstanding net
debt is at fixed:interest rates. : N

instruments’  fair value by $26 million at

See Note G—Ffinancial Instruments to our 2006 consolidated
financial statements included in this annual report for detailed
information regarding our derivative financial instruments.

Cautionary Statement for Purposes of
the Safe Harbor Provisions of the
Private Securities Litigation Reform
Act of 1995

Certain statements that we may make from time to time,
including statements contained
information incorporated by reference into this annual report,
constitute “forward-looking statements.” Forward-looking state-
ments may be identified by words like “anticipate,” “expect,”

“project,” “believe,” "plan,” “estimate,” “intend” and similar
words used in connection with, among other things, discussions
of our financial performance, growth strategy, regulatory appro-
vals, product development or new product launches, market
position, sales efforts, intellectual property matters or acquisitions
and divestitures. These forward-looking statements are based on
our beliefs, assumptions and estimates using infdrmatioQ avail-
able to us at the time and are not intended to be guarantees of
future events or performance. If our underlying assumptions turn
out to be incorrect, or if certain risks or uncertainties materialize,
actual results could vary materially from the expectations and
projections expressed or implied by our forward-looking state-

in this annual report and
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ments. As a result, investors are cautioned not to place undue
reliance on any of our forward-looking statements.

We do not intend to update the forward-looking statements
below even if new information becomes available or other events
occur in the future. We have identified these forward-looking
statements below in order to take advantage of the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995.
Certain factors that could cause actual results to differ materially
from those expressed in forward-looking statements are con-
tained below.

CRM Business o
» The recovery of the CRM market to historical growth rates
and our ability to regain CRM-market share and increase CRM

net sales; ’

» The overall performance of and referring physician, implanting i
physician and patient confidence in our and other CRM
products and technologies, including our LATITUDE® Patient
Management System and Frontier™ CRM techriology;

= The results of CRM clinical trials undertaken by us, our
competitors or other third parties;

C e = s

« Qur ability .10 launch varicus products utilizing the Frontier
CRM technology, our next generation CRM pulse generator
platform, in the U.S. over the next 36 months and to expand
our CRM market position’ through reinvestment in our CRM
products and technologies; ' : '

« Qur ability to retain our CRM sales force and other key 'l

personnel;

« Competitive offerings in the CRM market and the timing of
receipt of regulatory approvals to market existing and antici- |
pated CRM products and technotogies; and

« Our ability to avoid disruption in the supply of certain compo-
nents or materials or to quickly secure additional ar
replacement compaonents or materials on a timely basis.

Coronary Stent Business
» Volatility in the coronary stent market, competitive offerings
and the timing of receipt of regulatory approvals to market
existing and anticipated drug-eluting stent technology and
other coronary and peripheral stent platforms; .

|
|
= Our ability to launch our TAXUS® Express?™ coronary stent
system in Japan, during the second half of 2007, and to
launch our next-generation drug-eluting stent system, the
TAXUS® Liberté"": coronary stent system, in the U.S., subject
to regulatory approval, and to maintain or expand our world-
_ wide market Ieadérship positions through reinvestment in our
drug-eluting stentfprogram;

* The continued ava!ilability of our TAXUS stent system in suffi-
cient quantities and mix, our ability to prevent disruptions to
our TAXUS stent, system manufacturing processes and 10
maintain or reple’riwish inventory levels consistent with fore-

casted demand around the world as we transition to next- .

generation stent p'lroducts:

» The impact of codcerns relating to late stent thrombaosis on
the size of the coronary stent market, distribution of share
within the coronarl\/ stent market in the U.S. and around the
world, the average number of stents used per procedure and
average selling pric‘les; '

« The overall perfor;mance of and continued physician con-
fidence in our and other drug-eluting stents, our ability to
adequately address concerns regarding the risk of late stent
thrombosis, and the results of drug-eluting stent clinical trials

undertaken by us,'ﬁur competitors or other third parties;
|
« Our ability to sustain or increase the penetration rate of drug-

J .
eluting stent technology in the U.S. and our European and
Inter-Continental mlarkets;

« Qur ability to take'advantage of our position as"onle of two
early entrants in the U.S. drug-eluting stent market,'to antici-
pate competitor products as they enter the market and to
respond to the c'_hallenges presented as additional com-
petitors enter the US drug-eluting stent market;

« Qur ability to manz'?ge inventory levels, accounts receivable,
gross margins and, operating expenses relating to our drug-
eluting stent systems and other product franchises and to
react effectively to: worldwide economic and political con-
ditions; :

| )

« Qur ability to manage the launch of our PROMUS™

everclimus-eluting stent system and the supply of this stent

system in sufficientquantities and mix; and
I

« Our ability to manage the mix of our PROMUS stent system

revenue relative to|our total drug-eluting stent revenue and

maintain our overall‘profitability as a percentage of revenue.
: t)

|
|
i
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Litigation and Regulatmy Complzarlzce

« Any conditions amposed in resolvmg, or any inability to
resolve, our outstanding warmpg let‘ters or other FDA mat-
ters, as well as risks generally associated with our regulatory
compliance gquality systems and complaint handling;

+ The eifect of our litigation,
including self-insurance, and compliance activities on our loss
contingency, legal provision and cash|flow;

risk management practices,

» The impact of our stPckholde'r derivative and class action,
patent, product liability, contract and other litigation and other
legal proceedings; '

» The angoing, inherent risk of piotential physician communica-
tions or field actions related to medical devices;

= Costs associated with'our incrémental compliance and quality
initiatives, including Project Horizon; and
» The avaitability and rate of third-party reimbursement for our

|
products and procedures.

Innovation
« Our ability to complete planned clinical trials successfully, to
obtain regulatory approvals and to develop and launch prod-
ucts on a timely baS|s within' cost|estimates, including the
successiul completion of in-process projects from purchased
research and development;

Qur ability to manage research and development and other

operating expenses conS|stent W|th our expected revenue
growth;

Qur ability to fund alnd achieve benefits -from our focus on
internal research and development|and external alliances as
well as our ability to capitalize on] opportunities across our
businesses; o

Our ability to develop products and technologies successfully
in addition to our ldrug-eluting stent and cardiac rhythm
management technologies;

Our ability to develop next-generation products and tech-
nologies within our| drug- elutmg stent and cardiac rhythm
" management business;

» Our failure to succeed at, or our decision to discontinue, any

of our growth |n|t|at|\bes '

* Our ability to integrate the acquisitions and other strategic

. | . . .
alliances we have consummated, including Guidant;

- Qur decision to exercise, or not to exercise, options to pur-

chase certain companies party to our strategic alliances and
our_ability to fund with cash or common stock these and
other acquisitions, or to fund'continger'lt payments associated
with these alliances; . ‘

« The timing, size and nature of strategic initiatives, market
opportunities and research and devélopment platforms avail-
able to us and the ultimate cost and success of these

. initiatives; and

K

» Our ability to-successfully identify, de\}elop and market new
products or the ability of others to develop products or
technologies that render our products or technologies

noncompetitive or obsolete.
s .

International Markets

- Dependency on international net sales to achieve growth;

- Risks associated with international operations, including
compllance with local Iegal and regulatory requwements ‘as
well as reimbursement practices and pohmes and

= The poteptial effect of. foreign currency {luctuations and
_interest rate _fluctuations on ‘our net sales, expenses and
resulting margins.

quuzdtty

Our ability to generate sufficient cash ﬂow to fund operatlons
and capital expenditures, as well as our strategic investments
over the next twelve months and to maintain borroWing.flexi-
bility beyond the next twelve months; -

Qur ability to access the public capital markets and 1o issue
debt or equity securities on terms reasonably acceptable to
us;

QOur ability to achieve a 21 percent effective tax rate,
- excluding certain charges, .during 2007 and to recover sub-
stantially all of our deferred tax assets;

.

Our ability to maintain investment-grade credit ratings and
satisfy our financial covenants;

Qur ability to generate sufficient cash flow to effectively
manage our debt levels and minimize the impact of interest
rate fluctuations on our floating-rate debt; and

.

OCur ability to better align expenses with future expected
revenue levels and reallocate resources to support our future
growth.

— 23 —
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SUPPLEMENTAL INFORMATION

Other

+ Risks associated with significant changes made or to be

made to our organizational structure or to the membership of
our executive committee; and-

« Risks associated with our acquisition of Guidant Corporation,
including. among other things, the indebtedness.-we have

incurred and the integration costs and challenges: we will
. continue to face.

Several important factors, in addition to the specific factors dis-
cussed in connection with. each forward-looking statement
individually, could affect our future results and growth rates and
could cause those results and rates to differ materially from those
expressed in the forward-looking statements contained in this
annual report. These additional factors include, among other
things, future economic, competitive, reimbursement and regu-
latory conditions, new product introductions, demographic trends,
intellectual property, financial market conditions and future busi-
ness decisions made by us and cur competitors, all of which are
difficult or impossible to predict accurately and many of which are
beyond our control. Therefore, we wish to caution each reader of
this annual repen 10 consider carefully these factors as well as
the specific factors ‘discussed with each forward-looking state-
ment in this annual report and as disclosed in our filings with the
SEC. These factors, in some cases, have affected and in the
future {together with other factors) could affect our ability to
implement our business strategy and may cause actual results to
differ matenally from those contemplated by the statements
expressed in this annual report.

i
|
|
s
1
i
i
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; MANA?EMENT'SJ?EPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING -

S—

As the management of Boston Scientific Corporation, we are responsible for establishing and maintaining adequate internal control over
financial reporting. We desugned our internal control system to provide reasonable assurance to management and the Board of Directors
regardmg the preparatlon and fa|r presentation of our financial statements.

We assessed the effectweness of our internal contrel over financial reporting as of December 31, 2006. In making this assessment, we

used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control—Integrated

Framework. Based on our assessmant, we believe that, as of December 31, 2006, our internal control over financial reporting is effective
at a reasonable assurance level based on these criteria. - : - R ’

1

Ernst & Young LLP, an in?ependeht registered public accounting firm, has issued an audit report on management’s assessment of
internal control over financial reporting and on the effectiveness of our internal control over financial reportmg This report in which they
expressed an ungualified opinion is included below, ‘ :

l
1 . . E:

P

James R. Tobin | | Lawrence C. Best
President and Chief Executive Officey ’ o ' " Executive Vice Premdent and Chief Fmancnal Off|cer

- s L ' -h -

”~

—_25 — BOSTON SCIENTIFIC AND SUBSIDIARIES




TR ;-?g; A N G R A [ L a T = S e e e
! |
REPURT DF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL CONTRUL OVER FINANCIAL REPORTING

) .|
The Board of Directors and Stockholders of Boston Scientific Corporation :

|
i
We have audited management's assessment, included in the accompanying Management’s Report on Internal Control over Financial

Reporting, that Boston Scientific Corporation maintained effective internal control over financiélnl reporting as of December 31, 2008, based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria}. Boston Scientific Corporation’s management is responsible for maintaining effective internal contral over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
an opinion on management’s assessment and an opinion on the effectiveness of the compa‘lny's internal control over financial reporting
based on our audit. ) ‘ ‘ | ‘

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those

_standards require that we plan and perform the audit to obtain reascnable assurance about V\fhether effective internal control over finan-

cial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and ope'rating effectiveness of internal control and
performing such other procedures as we considered necessary in {he circumstances. We believe that our audit provides a reasonable
basis for our opinion, ' i

A company’s internal control over financial reporting is a process designed to provide reaso!nable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accorfdance with generally accepted accounting
principles. A company's internal control over financial reporting inctuc!es those policies and pro":edures that {1} pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparatlon of financial staternents in accordance
with generally accepted accounting principles, and that receipts and expendltures of the company are being made only in accordance with
authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial state-
ments, ' |

‘ | ) "
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may bécome inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate. i
1

In our opinion, management's assessment that Boston Scientific Corboration maintained effective internal control over financial reporting
as of December 31, 2006, is fairly stated, in all material respects, based on the COSO crité%ia. Also, in our opinion, Boston Scientific
Corporation maintained, in all material respects, effective internal control over financial reporting as of December 31, 2006, based on the
COSO criteria. I

\

We also have audited, in accordance with the standards of the Public Company Accounting 6versight Board {United States), the con-
solidated balance sheets of Boston Scientific Corporation as of December 31, 2006 and December 31, 2005, and the related consolidated
statements of operations, stockholders’ equity and cash flows for each of the three years in ‘the period ended December 31, 2006 of
Baston Scientific Corporation and our report dated February 26, 2007, éxpressed an unqualified opinion thereon.

{

éwmt' + MLLP ' -‘

Boston, Massachusetts !
February 26, 2007 : |
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CDNSUlLIDATED STATEMENTS OF QPERATIONS (in millions, except per share data)

Year Ended December 21, f

2006 2005 2004

Net sales $7.821 $6.263 $5,624
Cost of products sold 2207 1,386 1.292
Gross profit 5614 4,897 4,332
Selling, general and administrative expenses . 2675 1,814 1,742
Research and development expenses i 1,008 680 569
Royalty expense 23 227 195
‘Amortization expense 530 152 1z .,
Litigation-related charges 760 75
Puschased research and development 4119 278 65
Total operating expenses 8,563 3,929 2,758
Operating {loss) income H {2,949) 968 1,574
QOther income (expense): - ;

Interest expense ’ - 1435} {90) (64)

Fair value adjustment for sharing of proceeds feature of Abbott stock

purchase ' {95)

Qther. net ' {56) 13 (16) )
{Loss) income before income taxes . {3.535) 89N 1434 o
Income taxes’ ) " oot 2 263 137 )}
Net {loss) income $(3577) $ 628 $1,062

Y "
Net{loss) income per common share—basic § {20} 5076 $1.27
Net {loss) income per common shlare—assurﬁing dih:ﬁun $ {281) $075 $1.24

{Saa notes to the consalidated financial statemants)
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CONSOLIDATED BALANCE SHEETS fin millions)

As of December 31, 2006 2005
Assets .
Current assets .
Cash and cash equivalents ! $ 1.668 $ 689
Marketable securities 159
- Trade accounts receivable, net . 1424 932
Inventories 749 418
Deferred income taxes 583 152 |
Prepaid expenses and other current assets 477, 81
Tota! current assets ‘ $ 4301 $2.61
Property, pant and equipment, net ' 1,726 m
Investments | 536 ' 534
Other assets 237, 225
Intangible assets
Goodwill \ 14,628 - 1,938
Technolagy—core, net 6,973 E 1,099
Technology—developed, net ! 897 209
Patents, net | 339 338
QOther intangible assets, net 799 151
Total intanpible assets 23636 3,735
$31,096 $8,196 .

{See notes to the cansclidatad financial statemants)
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CONSULIDATEP BALANCE:SHEETS (in millions, except share data)
i

As of Dacember 31, N 2008 2005
Liabilities and St_ockholdaré' Equity
Current liabilifies ~ | n .
Commercial paper ’ ’ o $ 143
Current debt obligations” t ' s 7 7
Accounts payable f w 105
Accrued expenses 1,845 1124
Income taxes payable ' 413 17
- Other current liabitities ' 143 77
Total current liabilities " l $ 2630 $1.4719
Long-term debt B.835 1,864
Defesred income taxes i 2,784 ' 262
Other long-term liabilities : : 1,489 Kli3)
Commitments and contingencies !
Stockholders” equity ‘ .
- Preferred stock, $ .01 par value—authorized 50,000,000 shares, none issued and outstanding '
Commen stock, $ .01 par value—auth!orized 2,000,@00,000 shares and issued 1,486,403,445 shares at ‘
December 31, 2006; autherized 1,200,000,000 shares and issued 844,56:5,292 shares at December 31, 2005 15 .8
Addiiianal paid-in capival ! . ’ ' 15,792 1658
Deferred cost, ESOP ‘ {58)
Deferred compensation ' (98)
Treasury stock, at cost—11.728,643 shares at December 31, 2006 and 24,215,559 shares at Oecember 31, 2005 (334) . Ak
Retained (deficit) earnings {174) ~ 3410 '
* Accumulated other comprehensive income {loss) : '
Fareign currency translation _adjustmen't ' 16 {1}
Unrealized gain on available-for-salle sec_:utities, ﬁet 16 ) 26
+ Unrealized gain on derivative financial instruments, nat 32 67
Unrealized costs associated with certain retirement plans ) {7 i
Total stockholders’ aquity | ! o 15,298 " 4,282
: | | £31,09 $8,196

St

[See notes to the consolidated financial state,

f
ments)
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CdNSOLIDATED STAT_EMENTS OF STOCKHDLDEI?S' EQUITY {in milli

| -
ons, except share data}

]
T

3
0
!

Commaon Stock ‘ Deferred Cost, ESOP
Additional t , Acc;:&n;lratud
IShasz Par Paid-In Deferred - il Treasury | Retained | Comprehensive | Comprekensive
Value | Capital | Compensation | Shares Amount '| Stock | Earnings | .Incomei{loss] |- Income (Loss)
Balance at December 31, 2003 829764826 | $ 8 $125 [ i ${111) | $1,789 $(49)
Comprehensive income N
Net income ! o 1,062 $ 1,082
Other comprehensive income {expense}, net of tax : : E -
Foreign currency translation adjustment ! i 16 16
Net changg in equity investments ! - | 148} {48}
Net change in derivative financial instruments o 1 . ! {3 (3
Issuarce of common stock 14,800,466 132 |y tl 149 (56)
Issuance of restricted stock, net of cancellations ) 1 1§ 13 % 2
Repurchases of common stock : . (360)
Tax benefit related to stock options 185 . ‘ ’
Step-up accounting adjustment for certain investments I (5}
Smck-l_)e_lseq compensation expense far certain ; i
* modifications : 90 l
Amertization of deferred compensation P |
Balance at Decamber 31, 2004 834565292 [ 8 1,633 : (2) : I {320} 2790 (84 $ 1,027
Comprehensive income i " 7
Net income | 4| 628 $ 628
Other comprehensive income {expensz), net of tax ! ' E
Foreign currency translation adjustment : | ' {37) (37}
Net change in equity investments ; A i ‘ 24
Net change in derivative financial instrumants ' H R 18 118
Issuance of common stock (13) ’ {207 - ‘
Common stock issued for acquisitions {5 * . ! 129
Issuance of restricted stock, net of cancellations * 114 [ (115) 1 -
Repurchases of common stock ! ; (734) -
Tax benefit related to stock options VZ] ' !
Step-up accounting adjustment for certain investments } ! (8)
Amertization of deferred compensation ) 1 s E ]
" Balance at December 31, 2005 844,565,292 B 1,658 ; {98} i {nn 3410 N $ 13
Comprehensive income E I !
Net loss | | (3.577) ${3.577)
{Other comprehensive income {expense), net of tax k } | :
Foreign currency translaticn adjustment | ' ' a7 87
Net changa in equity investments | A ] {10}
Net change in derivativa financial instruments i | {35} (35)
Net change in certain retirement amounts : I ] {6)
Issuance of shares of common stock for Guidant .l ! | )
acquisition 577,206,996 6 12508 } ' |
Conversion of outstanding Guidant stock aptions 450 i ! |
Issuance of shares of common stack to Abbott 84,631,157 1 1,399 | .
Issuance of comman stack (238) ! . ! 383
Tax benefit related to stock opticns 7 I i
Reversal of deferred compensation in agcardance with ' A .
SFAS 123(R) {98) ;98 \
Stock-_ba§ed cnn}uensation expense, including amounts I o
capitalized to inventory 115 N
Step-up accounting adjustment for certain investments | , ‘ n
Acquired 401(k) ESOF for legacy Guidant employees ' 3,794,965 $i86) ‘
401(k} ESOP transactions 9 {1,237,662) 28
Balance at December 31, 2006 1,486,403445 | $15 | $15792 2,552,303 $(5) ] $(333) | §(174) § 57 $13.541)

{See notes to the lidated fi
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CONSOLIDATED STATEMENTS OF CASH FLOWS (in millions)

|
|
! |
| |
| l
J |

Yeat Ended December 31, 2006 2005 2004
Operating Activities
Net {loss) income ' $ (3.577) $'628 $1,062
Adjustments to reconcile net floss) income to cash provided by operating activities:
Gain on sale of equity investments § ) {4) {36}
Write-downs of investments 121 i 54
Depreciation and amortization 78 314 715 -
Step-up valué of acquired inventory sald ~~ ~ 267
Deferred income taxes B {420} 4 K]
Fair-value adjustment for sharing of proceeds feature of Abbott stock purchase., 95
Purchased research and developmeni T 4319 276 BS .
Tax henefit relating to stock options 28 185
Stock-based compensation expense . 13 19 91
Increase (decrease} in cash fows from operating assets and liabilitigs, excluding the effect of acquisitions:
Trade accounts receivable ! 64 (24) [31h
Inventories {53) 77 157)
Prepaid expenses and other assets 79 {100) {73)
Accaunts payable and accrued expenses {1 {162) . 362
Income taxes payable and other llabllmes 234 {51 ™M
Gther, net 32 1 {12}
Cash proviced by operating activities | | 1,845 903 1,804
Investing Activities l
Property, plant and equipment
Purchases (341) {341) (274}
Proceeds on dispesals 18 1%
Marketable securities
Purchases (56} {660}
Proceeds from maturities 159 4 397
Acquisitions N '
Payments for the acquisition of Gusdant {15,384}
Cash acquired in the acquisiticn of Guufant imncluding praceeds from Geidant's sale of its vascular intervention and endovascurar solununs businesses 6,708
Payments for acquisitions of ather husmesses flet of cash acquired [178) (B04)
Payments relating to prior year acqunsnttons ' {397} {33) {107)
Strategic afliances ‘ '
Purchases of publicly traded equi:y.securitieZ' {52) 123}
Payments for investments in privately held companies and acquisitions of certain technologies 198) 1156) {249)
Proceeds from sales of privately held and publicly traded equity securities 33 5 98
Cash used for investing activities | .« | o 9,312) (551 (1,622)
Financing Activities ; . f
Debt
Net payments on commercial paper . 11449} 1131} {7123}
Payments on notes payable, capilal leases and lang-term borrowings {1,510} {508} 17
Proceeds from notes payable and iong -term bonowmgs‘net of debt issuance costs 8,544 739 1.092
Net proceeds fram [payments on) borrowlngs on revulvmg credit facilities 3 @13 225
Equity
Repurchases of common stock . {734) [360)
Proceads from issuance of shares of cammon stock to Abbott 1,400
Proceeds from issuances of shares of common stock 145 94 225
Tax benefit relating to stock op:im‘vs 7
Other, net n {1 {3)
Cash provided by (used for) financinlg activities 8,439 {954) 439
Effect of fareign exchange rates on cash 7 {5) 4
Net increase {decrease} in cash and cash equivalents 979’ {607 625
Cash and cash equivalents at beginning of year 689 1,296 . BN
Cash and cash equivalents at end of year § 1,668 $ 689 $1236
Supplemental information—Cash led during the year fol
Income taxes , $ 4 $ 350 $° 7
Interest : . 383 a7 61

{Sae notes 1o the consolidated financial statements}
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NOTES TO THE CONSOLIDAETED FINANCIAL STATEMENTS

Note A - Significant Accounting Policies
Principles of Consolidation

Qur consolidated financial statements include the accounts of
Boston Scientific Corporation and our subsidiaries, substantially all
of which we wholly own. We consider the principles of Financial
Accounting Standards Board (FASB) Interpretation No. 46, Con-
solidation of Variable Interast Entities and Accounting Research
Bulletin No. 51, Consoiidation of Financial Statements, when
determining whether an entity is subject to consolidation. We
account for investments in companies over which we have the
ahility to exercise significant influence under the equity method if
we hold 50 percent or less of the voting stock.

On April 21, 2006, we consummated our acquisition of Guidant
Corporation. Prior to our acquisition of Guidant, Abbott Laboratories
acquired Guidant's vascular intervention and endovascular sol-
utions businesses and agreed to share the drug-eluting technology
it acquired from Guidant with us. We consolidated Guidant's
operating results with those of Boston Scientific beginning on the
date of the acquisition, Aprit 21, 2006. See Note D—Business
Combinations tor further details regarding the transaction.

Accounting Estimates

To prepare our consolidated financial statements in accordance
with U.S. GAAP, management makes estimates and assumptions
that may affect the reported amounts of cur assets and liabilities,
the disclosure of contingent assets and liabilities at the date of
our financiat statements and the reported amounts of our rev-
enues and expenses during the reporting period. Qur actual
results could differ from these estimates.

Cash, Cash Equivalents and Marketable Securities

We record cash and cash equivalents in our consolidated balance
sheets at cost, which approximates fair value. We consider all
highly liquid investments purchased with a maturity of three
months or less to be cash equivalents.

We invest excess cash in high-guality marketable securities
consisting primarily of bank time deposits. We record
available-for-sale investments at fair value. We exclude unresalized
gains and temporary losses on available-for-sale securities from
earnings and report such gains and losses, net of tax, as a sepa-
rate component of stockholders’ equity until realized. We
compute realized gains and losses on sales of available-for-sale
securities based upon initial cost adjusted for any other-than-
terporary 'declines in fair value. We record held-to-maturity
securities at amortized cost and adjust for amortization of pre-
miums and accretion of discounts to maturity. We classify
investments in debt securities or equity securities that have a

readily determinable fa'ijr value that we purchase and hold pringi-
pally for selling them in the near term as trading securities. All of
our cash investments at December 31, 2006 had maturity dates
at date of purchase of less than three months and, accordingly,
we have classified them as cash and cash equivalents. As of
December 31, 2005, we classified our cash investrments with
maturities greater than 90 days but less than one year as
available-for-sale. We do not consider any of our investments to
be held-to-maturity or t;rading securities at December 31, 2006
and December 31, 2005.

' I
Cash, cash equivalents and rmarketable securities at December 31
consist of the following:!

{in millions|

Cash and cash equivalents

Marketable securities .

Available-for-sale

~The amortized cost of marketable securities approximated their
" fair value at December 31, 2005,

. |
Concentrations of Credit Risk

" Financial instruments that potentially subject us to concentrations

of credit risk consist primarily of cash and cash equivalents,
marketable securities, derivative financial instrument contracts
and accounts receivable. 'Our investment policy limits exposure to

{concentrations of credit'risk and changes in market conditions.
-Counterparties to financiél instruments expose us to credit-related

losses in the event of nonperformance. We transact our financial
instruments with a diversified group of major financial institutions

‘and manitor outstanding bositions to limit our credit exposure.

. oo [ . .
We provide credit, in the normal course of business, to hospitals,

healthcare agencies, clinics, doctors’ offices and other private and
governmentai institutions’ We perform ongoing credit evaluations
of our customers and maintain allowances for potential credit
losses. '

|
Revenue Recognition
Our revenue consists prir'narily of the sale of single-use medical
devices. We consider revenue to be realized or realizable and
earned when all of the followmg criteria are met: persuasive
evidence of a sales arrangement exists; delivery has occurred or
services have been rendered; the price is fixed or determinable;
and collectibility is reasonably assured. We generally meet these
criteria at the time of shipment when the risk of loss and title
passes to the customerior distributor, unless a consignment
arrangement exists. We '}recognize revenue from consignment

BOSTON SCIENTIFIC AND SUBSIDIARIES
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NOTES T|U THE CONSOLIDATED FINANCIAL STATEMENTS

|

arrangements based on product usage, or implant,

indicates that the sale is complete. For all other transactions, we

. [ . .
recognize revenue when title to the gocds and risk of loss

| . .
transfer to the custome‘r, provided thlere are no substantive
remaining performance o?ligations required of us or any matters
requiring customer acceptance For multiple-element arrange-

ments whereby the sale of devices is combined with future
service obligations, we defer revenue |on the undelivered ele-
ments based on verifiable ‘objectrve evidence of fair value.

which

We generally allow our customers to return defective, damaged
and, in certain cases, explred products for credit. In addition, we
may allow customers to return prevrously purchased products for
next-generation product offenngs We estabhsh areserve for sales
returns when the initial product is sold. We base our estimate for
sales returns upcn contractual comrtnitments and historical
trends and record such amount as a redul:tion to revenue.

We offer sales rebates and discounts to certain customers. We
treat sales rebates and discounts as a r'eduction of revenue and
classify the corresponding liability as current. We estimate
rebates  for 'products where there |is sufficient historical
information available to piredict the volume of expected futu_re
rebates. If we are unable to estimate the expected rebates
reasonably, we record fa liability for, the maximum rebate
percentage offered. '

We have entered certain agreements| with group purchasing
organizations to sell our;products to pamcupating hospitals at
pre-negotiated prices. We recognize revenue generated from

these agreements following the same revenue recognition criteria
discussed above,

Inventories . .
We state inventories at ithe lower of [first-in, first-out cost or
market. We base our provisions for excess, obsolete or expired

inventory primarily on our estimatés of forecasted net sales lev-
els. A significant change in the timing or level of demand for our
products as compared to forecasted amounts may result in
recording additional provisions for excess or expired inventory in
the future. The industry in which we participate is characterized
by rapid product development ‘and {frequent new product
introductions. Uncertain timing of next-generation product appro-
vals, variability in product launch strateg‘]ies, product recalls and
variation in product utilization all impactithe estimates related to
excess and obsolete inventory. We} record provisions for
inventory located in our manufacturing ar}d distribution facilities as
cost of sales. We charge consignment inventory write-downs g
selling, general and administrative expense. These write-downs

approximated $24 million in 2008, $15 million in 2005, and
$10 million in 2004,

Property, Plant and Equipment

We state property, plant, equipment, and leasehold improve-
ments at historical cost, except for property, plant and equipment
acquired in a business combination, which we state at fair value.
We charge expenditures for maintenance and repairs to expense
and capitalize additions and improvements. We generally provide
for depreciation using the straight-line method at rates that
approximate the estimated useful lives of the assets. We
depreciate buildings and improvements over a 20 to 40 vear life;
equipment, furniture and fixtures over a three to seven year life;
and leasehceld improvements over the shorter of the useful life of
the improvement or the term of the lease.

Valuation of Business Combinations

We record intangible assets acquired in recent busrness combina-
tions under the purchase method of accounting. We allocate the
amounts we pay for each acquisit'ion to the assets we acquire
and liabilities we assume based on their fair values at the dates of
acquisition. We then allocate the purchase price in excess of net
tangible assets acquired to identifiable intangible assets, including
purchased research and developrment. We base the fair value of
identifiable intangible assets on detailed valuations that use
information and assumptions provided by management. We
allocate any excess purchase price over the fair. value of the net
tangible and intangible assets acquired to goodwill.

Purchased Research and Development

Our purchased research and development represents the value of
in-process projects that have not yet reached technological feasi-
bility and have no alternative future uses as of the date of
acquisition. The primary basis for determining the technological
feasibility of these projects is obtaining regulatory approval to
market the underlying products in an applicable geographic
region. We expense the value attributable to these in-process
projects at the time of the acquisition. If the projects are not
successful or completed in a timely manner, we may not _realize
the financial benefits expected for these projects or for the
acquisitions as a whole. In addition, we record certain costs
associated with our strategic alliances as purchased research and
development.

We use the income approach to determine the fair values of our
purchased research and development. This appreach calculates
fair value by estimating the after-tax cash flows attributable to an
in-process project over its useful life and then discounting these

BOSTON SCEENTIFIC AND SUBSIDIARIES

I‘
|
i
[




D o A Ty
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

after-tax cash flows back to a present value. We base our rev-
enue assumptions on estimates of relevant market sizes,
expected market growth rates, expected trends in technofogy and
expected product introductions by competitors. In ar'riving at the
valie of the in-process projects, we consider, among other fac-
tors: the in-process projects’ stage of cornpletion; the complexity
of the work completed as of the acquisition date; the costs
already incurred; the projected costs to complete; the contribution
of core technologies and other acquired assets; the expected
intreduction date and the estimated useful life of the technology.
We base the discount rate used to arrive at a present value as of
the date of acquisition on the time value of money and medical
technology investment risk factors. For the in-process projects
we acquired in connection with our recent acquisttions, we used
the following ranges of risk-adjusted discount rates to discount
our projected cash flows: 13 percent to 17 percent in 2008,
18 percent to 27 percent in 2005, and 18 percent to 27 percent in
2004. We believe that the estimated purchased research and
development amounts so determined represent the fair value at
the date of acquisition and do not exceed the amount a third party
would pay for the projects.

Amortization and Impairment of Intangible Assets

Woe record intangible assets at historical cost. We amortize our
intangible assets using the straight-line method over their esti-
mated useful lives, as follows: patents and licenses, two 1o
20 vyears; definite-lived core and developed technology, five to
25 years; customer relationships, five to 25 years; other intangible
assets, various. We review intangible assets subject tc amor-
tization quarterly to determine if any adverse conditions exist or a
change in circumstances has occurred that would indicate impair-
ment or a change in the remaining uséful life. Conditions that
would indicate impairment and trigger a more frequent impairment
assessment include, but are not limited to, a significant adverse
change in legal factors or business climate that could affect the
value of an asset, or an adverse action or assessment by a regu-
lator. If the carrying value of an asset exceeds its undiscounted
cash flows, we write-down the carrying value of the intangible
asset to its fair value in the period identified.

We generally calculate fair value as the present value cf estimated
future cash flows we expect to generate from the asset using a
risk-adjusted discount rate. If the estimate of an intangible asset’s
remaining useful life is changed, we amortize the remaining
carrying value of the intangible asset prospectively over the revised
remaining useful life. In addition, we review our indefinite-lived
intangible assets at least annually for impairment and reassess
their classification as indefinite-lived assets. To test for impairment,

we calculate the fair val:ue of our indefinite-lived intangible assets

 and compare the calcutated fair values to the respective carrying
~ values. We record impaifments of intangible assets as amortization

i expense in our consolidated statements of operations.

b

~ We test our March 31 goodwill balances during the second

quarter of each year forEimpairment, or more frequently if certain
indicators are present or changes in circumstances suggest that
impairment may exist.F In performing the test, we utilize the
two-step approach preécribed under FASB Statement No. 142,
Goodwill and Other r‘ntlangr'b.’e Assets. The first step requires a

" comparison of the carrying value of the reporting units, as

defined, 1o the fair value of these units. As of December 31,
2006, we identified our 10 domestic divisions, which in aggregate
make up the U.S. reportable segment, and our three international

: operating segments as,our reporting units for purposes of the

goodwill impairment tést To derive the carrying value of our

- reporting units at the tlme of acquisition, we assign goodwill to

the reporting units that we expect to benefit from the respectrve

. business combination. In addition, assets and liabilities, including
" corporate assets, whichjrelate 1o a reporting unit's operations and

' . Lk T .
would be considered in determining fair value, are allocated to the

individual reporting units. We allocate assets and liabilities not

. drrectly related to a specrfrc reporting unit, but from which the

reporting unit benefits, based primarily on the respective revenue

- contribution of each reiaportrng unit. If the carrying value of a

reporting unit exceeds its fair value, we will perform the second
step of the goodwill impairment test to measure the amount of

- impairment loss, if any.E The second step of the goodwill impair-

ment test compares th;e implied fair value of a reporting: unit's
goodwill to its carryingivalue Since the adoption of Statement
No. 142, we have not performed the second step of the impair-
ment test because the fair value of each reporting unit has
exceeded its respective carrying value.

. b
i Investments in Strategic Alliances

We account for our publicly traded investments as
available-for-sale securft:ies based on the guoted market price at
the end of the reporting period. We compute realized gains and
losses on sales of av;ailable-for-sale securities based on the
average cost method, adjusted for any other-than-temporary
declines in fair value. We account for our investments for which
fair value is not readily determinable in accordance with APB
Opinion No. 18, The Equity Method of Accounting for Invest-
ments in Common Stock, Emerging Issues Task Force (EITF)
No. 02-14, Whether an ‘Investor Should Apply the Equity Method

. i
" of Accounting to Investments other than Common Stock and

FASB Staff Position Nosi. 115-1 and 124-1, The Meaning of Other-
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Than-Temporary Impairment and Its {Application to Certain
investments.

We account for investments in companies over which we have
the ability to exercise significant influence under the equity
method if we hold 50 percent or less of the voting stock. We
account for investments inl‘ companies over which we do not have
the ability to exercise significant influence under the cost method.
Qur determination of whether we havtla the ability to exercise
significant influence over Ian investment: requires judgment. Fac-
tors that we consider in determlnmg whether we have the ability

to exercise significant influence include, but are not limited to:

« our level of representation on the Board of Directors;

« our participation in the investee’s policy-making processes;

» transactions with the investee in|the ordinary course of

business;
« interchange of managerial personnel;

« the investee's financial or technological dependency on us;
and '

= our ownership in relation to the concentration of other share-
holders.

For investments accounted for under the equity method, we ini-
tially record the investment at cost, |and adjust the carrying
amount to reflect our share of the earnlngs or losses of the
including all adjustments smnlar to those made in
preparing consolidated financial statements.

investee,

3 v
Each reporting period, we evaluate our investments to determine
if there are any events or circumstances that are likely to have a
significant adverse effect on the fair value of the investment.
Examples of such impairment indicators include, but are not lim-
ited to: a significant deterioration in|earnings performance; a
significant adverse change in the regulatory, economic or techno-
logical environment of an investee; or aislgmflcant doubt about an
investee's ability to contnnue as a gaing concern. |f we identify an
impairment indicator, we will estima_:'te the fair value of the
investrment and compare’ it to its parrying value. If the fair value of
the investment is less than its carrying value, the investment is
impaired and we make a determin%nion as to whether the
impairment is other-than-temporary. V\.:'e deem impairment to be
other-than-temporary unless we have the ability and intent to hold
an investment for a peri{od sufficient for a market recovery up to
the carrying value of the investrnent. Further, evidence must
indicate that the carrying value of the{investment is recoverable
within a reasonable p'eriod. For other-than-temporary impair-
ments, we recognize an impairment (oss equal to the difference

between an investment’s carrying value and its fair value. Impair-
ment losses on these investments are included in other, net in
our consolidated statements of operations.

Income Taxes . _
We utilize the asset and liability method for accounting for income
taxes. Under this method, we determine deferred tax assets and
liabilities based an differences between the financial reporting
and tax bases of our assets and liabilities. We measure deferred
tax assets and liabilities using the enacted tax rates and laws that
will be in effect when we expect the differences to reverse,

We recognized net deferred tax labilities of $2.201 bllhon at
December 31, 2006 and $110 million at December 31, 2005. The
liabilities relate primarily to deferred taxes associated with our
acquisitions. The assets relate primarily to the establishment of
inventory and product-related reserves, litigation and product
liability reserves, purchased research and development, net
operating loss carryforwards and tax credit carryforwards. In light
of our historical financial performance, we believe we
will substantially recover these assets. See Note —fncome Taxes
for a detailed analysis of our deferred tax positions.

We reduce our deferred tax assets by a valuation allowance if,
based upon the weight of available evidence, it is more likely than
not that we will not realize some portion or all of the deferred tax
assets. We consider relevant evidence, both positive and neg-
ative, to determine the need for a wvaluation allowance.
Information evaluated includes our financial position and results of
operations for the current and preceding years, as well as an
evaluation of currently available information about future years.

We provide for potential amounts due in variocus tax jurisdictions.
In the ordinary course of conducting business in multiple coun-
tries and tax jurisdictions, there are many transactions and
calculations where the ultimate tax outcome is uncertain. Judg-
ment is required in determining our worldwide .income tax
provision. in our opinion, we have made adequate provisions for
income taxes for all years subject to audit. Although we believe
our estimates are reasonable, we can make no assurance that the
final tax outcome of these matters will not be different from that
which we have reflected in our historical income tax provisions
and accruals. Such differences could have a material impact on
our income tax provision and operating results in the period in
which we make such determination.

Legal, Product Liability Costs and Securities Claims

We are involved in various Iegél and regulatory proceedings,
inctuding intellectual property, breach of contract, securities liti-
gation and product liability suits. In some cases, the claimants

— 35 —
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seek damages, as well as other relief, which, if granted, could
require significant expenditures or impact our ability to sell our
products. We are substantially self-insured with respect to
general, product liability and securities claims and record losses
for claims in excess of purchased insurance in earnings at the
time and to the extent they are probable and estimable. In
accordance with FASB Statement No. 5, Accounting for Con-
tingencies, we accrue anticipated costs of settlement, damages,
loss for product liability claims and, under certain conditions,
costs of defénse based on historical experience or 1o the extent
specific losses are probable and estimable. Otherwise, we
expense these costs as incurred. If the estimate of a probable
loss is a range and no amount within the range is more likely, we
accrue the minimum amount of the range. Our accrual for legal
matters that are probable and estimable was $485 million at
December 31, 2006 and $35 million at December 31, 20056. The
amounts accrued at December 31, 2006 represent primarily
accrued legal defense costs related to assumed Guidant litigation
and product liability claims recorded as part of the purchase price.
In connection with the acquisition of Guidant, we are still
assessing certain assumed litigation and product liability claims to
determine the amounts that management believes will be paid as
a result of such claims and litigation and, therefore, additional
losses may be accrued in the future. See Note J—Commitments
and Contingencies for further discussion of our individual material
legal proceedings.

i

Warranty Obligations _

We estimate the costs that we may incur under our warranty
pregrams based on historical experience and record a liability at
the time product is sold. Factors that affect our warranty liability
include the number of units sold, the historical and anticipated
rates of warranty claims and the cost per claim. We regularly
assess the adequacy of our recorded warranty liabilities and
adjust the amounts as necessary. We record a reserve equal to
the costs to repair or otherwise satisfy the claim. Expense
attributable t¢ warranties was not material to our consolidated
statements of operations for 2006, 2005 and 2004.

Costs Associated with Exit Activities

We record employee terminatiori costs in accordance with FASB
Statement No. 112, Employer's Accounting for Postemployment
Benefits, if we pay the benefits as part of an ongoing benefit
arrangement, which includes benefits provided as part of our
domestic severance policy or that we provide in accordance with
international statutory requirements. We accrue employee termi-
nation costs associated with an ongoing benefit arrangement if the
obligation is attributable to prior services rendered, the rights to the

benefits have vested f;nd the payment is probable and we can
reasonably estimate the liability. We account for employee termi-
nation benefits that represent a one-time benefit in accordance
with FASB Statement rF\lo. 1486, Accounting for Costs Associated
with Exit or Disposal Activities. We generally record such costs into
. expense over the future service period, if any. In addition, in con-
junction with an exit ac;tivity, we may offer voluntary terminaticn
benefits to employees. These benefits are recorded when the
. employee accepts the termination benefits and the amount can be
reasonably estimated. Other cosis associated with exit activities
may include costs relau'led to leased facilities to be abandoned or
subleased and long-lived asset impairments. In addition, we
account for costs to exilt an activity of an acquired company and
- involuntary employee termination benefits and .relocation costs
. associated with acquired businesses in accordance with EITF No.
, 96-3, Recognition of Liabilities in Connection with a Purchase
Business Combination. We include exit costs in the purchase price
allocation of the acquired business if a plan to exit an activity of-an
acquired company exists and those costs have no future economic
benefit to us and will be ;incurred as a direct result of the exit plan,
or the exit costs represent amounts to be incurred by us under a
contractual obligation of the acquired entity that existed prior to the
" acquisition date. We recognize involuntary employee termination
benefits and relocation costs as liabilities assumed as of the acquis-
+ ition date when manager:nent approves and commits to a plan of
"termination, and communicates the termination arrangement to
the employees. |

Translation of Foreign Currency

We translate all assets ahd liabilities of foreign subsidiaries at the
year-end exchange rate énd translate sales and expenses at the
‘average exchange rates Iir\ effect during the year. We show the
net effect of these translation adjustments in the accompanying
consolidated financial statlements as a component of stockholders’
equity. Foreign currency transaction gains and losses are included
in other, net in our consolidated statements of operations. These
gains and losses were not material to our consolidated statements
of operations for 2006, 20l05, and 2004.

|
Financial Instruments

We recognize all derivative financial instruments in our con-
solidated financial statements at fair value, regardless of the
purpose or intent for holding the instrument, in accordance with
FASB Statement No. 133, Accounting for Derivative Instruments
and Hedging Activities. We record changes in the fair value of
derivative instruments in earnings unless we meet hedge
accounting criteria. For derivative instruments designated as fair
value hedges. we recordE the changes in fair value of both the
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derivative instrument and the hedged|item in earnings. For
derivative instruments delsignated as cash flow hedges, we
record the effective portions of changes in fair valye, net of tax, in
other comprehensive income. For [derivative instruments
designated .as net investment- hedges, we record the effective
portions of changes in fair value in other, comprehenswe |ncome
as part of the cumulative| translation ad ustment. We recognuze

any ineffective portlon of our hedges in eammgs

The carrying .amounts of| commercial paper and credit facility
borrowings approximate tlheir fair values: at December 31, 2006
and December 31, 2005. We base the fa|r value of our fixed-rate
long-term debt on market prices. Carrylng amounts of floating-

rate long-term debt approx1mate their fairjvalue.

Shipping and Handling Costs
We do not generally biil eustomers for shipping and handling’ of
our products. Shipping and handling costs of $108 million in 2006,
$92 million in 2005 and $72 million i in 2004 are included in selling,
general and administrative expenees

Research and Development
We expense research and development costs, including new
product development programs, regulatory compliance and clin-
ical research as incurred.

Post-Retirement Bemﬁt Plans
We maintain retirement plans covering our executives, divisional
presidents and international employees. [The assets, liabilities and
costs associated with these plans were not material in 2008,
2005 and 2004.

In connection with our acquisition of Guidant, we sponsor the
Guidant Retirement Plan, a frozen noncontributory defined benefit
plan, covering a select gr'oup- of c:urrent and former employees.
The funding policy for the plan is consistent with U.S. employee
benefit and tax-funding Eegulations. Plan assets, which we main-
tain in a trust, consist |primarily of equity and fixed-income
instruments. We also sponsor the Guidant Excess Benefit Plan, a
frozen nongualified plan folr certain forme!r officers and employees
of Guidant. The Guidant Excess Benefit Plan was funded through
a Rabbi Trust that conta|r|15 segregated Icompeny assets used to

pay the benefit obligations related to the[plan.

In additien, certain former U.S. and Puerto Rico employees of
Guidant were eligible to feceive Compalny-paid healthcare, retire-
ment benefits. As part of the Guidant integration and the effort to
develop a more scalable, iconsistent benefit plan Company-wide,
these benefits were frozen. Former Guigant employees that met
certam criteria as of December 31 2006 and retired within two
years thereafter are ehgnble to receive the benefits under the plan.

We use a December 31 measurement date for these plans. The
outstanding obligation as of December 31, 2006 is as follows:

Guidant Guidant Healthcaro
Retirement Excess Retirement
[in millions) Plan Benafit Plan Benefit Plan
Projected benefit obligation $90 $30 $30
.Fair value of plan assets 82
Net amount recognized in
consolidated balence sheet $s8 £30 30

The weighted average assumptions used to determine benefit
obligations at December 31, 20086 are as foltows:

Guidant Guidant Healthcare
Retirement Excess Retirement
Plan Benefit Plan Benefit Plan
Discount rate 575% 5.75% 550%
Expected return on plan assets 7.75% '
Healthcare cast trend rate 5.00%
Rate of compensation increase 4.50% 450% " )

Net (Loss) Income per Common Share

We base net {loss) income per common share upon the weighted
averagé number of common shares and common $hare equiv-
alents outstanding each vyear. Potential common stock
equivalents are determined using the treasury method. We
exclude stock options whose effect would be anti-dilutive from
the calculation. ' :

New Accounting Standards

In December 2004,-the FASB issued Statement No. 123(R),
Share-Based Payment, which is a revision of Statement No. 123,
Accounting for.Stock-Based Compensation. Statement No. 123(R}
supersedes APB Opinion No. 25, Accounting for Stock ssued to
Employees, and amends Statement No. 95, Staternent of Cash
Flows. See Note L—Stock Ownership Plans for discussion of our
adoption of the standard and its impact on our financial state-
ments for the year ended December 31, 2006.

in July 20086, the FASB issued Interpretation No_. 48, Accounting
for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109, Accounting for Income Taxes, to create a
single model to address accoun{ing for uncertainty in tax posi-
tions. Interpretation No. 48 requires the use of a two-step
approach for recognizing and measuring tax benefits taken or
expected to be taken in a tax return and disclosures régarding
uncertainties in income tax positiohs, including a roll forward of
tax benefits taken that do not qualify for financial statement
recognition. We will record the cumulative effect of initially
adopting Interpretation No. 48 as an adjustment to opening
retained earnings in the year of adoption and will present such
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adjustment separately. Only tax positions that we are more likely
than not to realize at the effective date may be recognized upon
adoption of Interpretation No., 48, We are required to adopt Inter-
pretation No. 48 effective for our first quarter of 2007. We are
currently in the process of assessing the impact of the new
standard.

In September 2006, the FASB issued Statement No. 167, Fair
Value Measurernents. Statement No. 157 defines fair value,
establishes a framework for measuring fair value in accordance
with U.5. GAAP, and expands disclosures about fair value meas-
urements. Statement No. 157 does not require any new fair value
measurements; rather, it applies to other accounting pronounce-
ments that require or permit fair value measurements. We are
required to apply the provisions of Statement No. 157 pro-
spectively as of January 1, 2008, and recognize any transition
adjustment as a cumulative-sffect adjustment to the opening
balance of retained earnings. We are in the process of
determining the effect of adoption of Statement No. 157, but we
do not believe such adoption will materially impact our future
results of cperations or financial position.”

In September 2008, the SEC released Staff Accounting Bulletin
No. 108, Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial
Statements. Bulletin No. 108 expresses the SEC staff's views
regarding the process of quantifying financial statement
misstatements, Bulletin No. 108 requires that, in addition to
considering the amount of the error originating in the current year
statement of operations, the misstatement existing at each
balance sheet date should also be considered, irrespective of the
period of origin of the error {rollover approach versus iron curtain
approach). The registrant must then evaluate whether either
approach results in guantifying a misstatement that, when all
relevant quantitative and qualitative factors are considered, is
rmaterial. We adopted Bulletin No. 108 for the year ended
December 31, 2006. QOur adoption of Bulletin No. 108 did not
result in the recording of a cumulative effect adjustment to
retained earnings or any revisions to prior reporting periods since
we had previously evaluated misstatements usingl both the roll-
over approach and the iron curtain approach, and did not have any
material misstatements under either methodology.

Reclassifications .

We have reclassified certain prior year amounts to conform to the
current year's presentation, including amounts for prior years
included in Note B—QOther Balance Sheet Information for accrued
expenses and other |ong—term‘ liabilities, Note N—Segment
Reporting for reportable segment results, and the operating
section of our Consolidated Statements of Cash Flows.

lin millions} } 2005
Trade accounts receivable
Accounts receivabte I $1.015
Less: allowances 83
$ 932
Inventories i
Finished goods I $ 286
Work-in-process 64
Raw materials 68
! $ 418
Property, plant and equipment '
Land ' . $ 76
Buildings and improvements 625
Equipment, fumiture and fixtures 1,152
! il 1853
Less: accumulated depreciation i F-9913 842
o T
‘ N "81;726;‘}:’ $1,011
T
Accrued expenses '
Acguisition-related obligations | $ 369
Legal reserves s 35
Payroll and related liabilities ! 294
Qther ! 426
$1,124
" Other long-term liabilities
Legal reserves B
{ther accrued income taxes ! § 267
Other ! 42
$ 309

Note B - Othér
Balance Sheet Information

Compenents of selected captions in our consclidated balance
sheets at December 31 are as follows:

b

See Note E—Goodwill z;md Other Intangible Assets for details on

our intangible assets. |

Note C - Investments in
Strategic Alliances

+ We have entered a significant number of strategic alliances with

privately held and publi(;ly traded companies. Many of these alli-
ances involve equity investments in privately held equity
securities or investments where an observable quoted market

- value does not exist. We enter these strategic alliances to

- broaden our product technology portfolio and to strengthen and

. L, .

expand our reach into existing and new markets. Many of these

companies are in the developmental stage and have not yet

commenced their prin¢ipal operations. Our exposure to loss
I
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related to our-strategic alliances is ‘generally limited to our equity
investments and notes receivable associated with these alliances.

Equity investments in strategic alliances at December 31 consist
of the following: '

M] 2005
Nuriber of Number of
) Su:ategic Strategic
" fin millions) Investments Investments
Available-for-sale investments
Amortized cost $120 $103
Gross unrezlized gains 36 44,
Gross unreslized losses i {4)
.« . Tar + 13
Fair value $146 | g $143 .5
Equity method investments ‘ .
Cost ' $123 $ 94
Equity in losses ' ] ] 19)
Carrying value . $ 95 4 7 $ 85 !
Cost method investments '
Carrying value $355 68 " $366 58
B 3
3535 81 | $594 66

As of December 31, 2006,* we held investments totaling
$95 milliori in four compalnles that we accounted for under the
equuty method. Our ownersh|p percentages in these companies
range from approxmately 21 percenlt to 28 percent. The
aggregate value of our equity method investments for which a
guoted market price is avalilable is approximately $125 million, for
which the associated carrying value is approximately‘$77‘million.
The aggregate differen'ceI between the carrying value of the
investments and the value of our share [in the'net assets of the
investee at the time thatl we determmed that the investrents
qualified for equity method accc:untmg was  approximately
$117 million. This dlfference was attrlbutable pnmaruly to good-
will, which is not belng amortlzed purchased research and
development, which was wntten off at the time of application of
the equity method of accoluntung and intangible assets, which are
being amortized over thelr estlmated useful lives ranging from
five to 20 years.

As of December 31, 2005 we held investments totaling
$85 million in three companies that we accounted for under the
equity method. Our ownership percemages in these compames
ranged from approximately 21 percent to 28 percent. The
aggregate value of our equity method mvestments for which a
guoted market price |was available ‘was approximately
$207 million, for which the assoc_ia_ted carrying value was approx-
imately $63 million. The| aggregate difference between the
carrying value of the investments and the value of our share in

+

the net assets of the investee at the time that we determined
that the investments. gualified for equity method accounting was
approximately $70 million. This difference is attributable primarily
to goodwill, and intangible assets, which are being amortized over
their estimated useful lives ranging from five to 20 years.

We regularly review our strategic investments for impairment
indicators. Based on this review, we recorded other-than-temporary

‘impairments of approximately $78 million in 2006 related to cost

method investments, the most significant impairment related to
the termination of a gene therapy trial being conducted by one of
our portfolio companies. This trial was suspended in March 2008
and patient enrollment was terminated in April 2006. The remaining
carrying value of these cost method investments at December 31,
2006 was $49 million. We determined there was no impairment on
the remaining. $306 million of our cost method investments. As of
December 31, 2006,.we recorded other-than-temporary impair-
menits of $4 million associated with certain of our available-for-sale
investments. As of December 31, 2006, we had six available-for-.
sale investments in an unrealized loss position. The duration of the

* unrealized loss was less than 12 months for each investment. The

aggregate carrying value of the investments was $87 million and
the aggregate unrealized loss was $10 million. We do not consider
these investments to be other-than-temporarily impaired at

* December 31, 2006 due to the duration of the unrealized loss posi-

tion and our. ability and intent to hold the investments for a
reasonable period sufficient for a recovery of the unrealized loss.

We recorded other-than-temporary impairments of $10 millien in
2005 associated with certain cost method investments. The
remaining carrying value of these investments at December 31
2005 was $16 million. We determined there were no |mpa|rment
mducators present for the rarmaining $350 million of our cost
method investments. We recorded other-than-temporary impair-
ments of $3 million associated with certain of our available-for-sale
investments. As of December 31, 2005 we had two
evailable-for-sale investments with an aggregate carrying value of
$10 million and unrealized loss position of '$4 million. The duration

. of the unrealized loss position was less than 12 months. We did

not consider this investment to be other-tnan-temporarily impaired
atlDecember: 31, 2005 due to the duration o_f the impairment and
our ability and intent to hold the investment for a reasonable period
sufficient for a forecasted recovary of the unrealized loss. In addi-
tion, during 2005, we wrote-0ff our $24 million investment in
Medincl, Ltd. We canceled our equity investment in conjunction
with the litigation settiement with Medinol. The write-down of the
Medincl investment is included.in litigation-related charges in our
consolidated statements of operations.
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We had notes receivable of approximately $113 million at
December 31, 2006 and $112 million at December 31, 2005 due
from privately held and publicly traded companies. We recorded
write-downs of notes receivable of $39 million in 2006, refated
primarily to technological delays and financial detericration of
certain of our vascular sealing and gene therapy portfolio compa-
nies. We recorded write-downs of notes receivable of $4 million
in 2005.

Over time, we will continue to reprioritize our internal research
and development project portfolio and our external investment
portfolio. This reprioritization may resuit in the decision to sell,
discontinue, write-down, or otherwise reduce the funding of cer-
tain projects, operations, investments or assets. Any proceeds
from sales, or any increases in operating cash flows, resulting
from subsequent reviews may be used to reduce debt incurred to
fund the . Guidant acquisition, cr may be reinvested in other

research and development projects or other cperational initiatives.

Note D - Business Combinations

During 2006, we paid $28.4 billion to acquire Guidant through a
combination of cash, common stock, and fully vested stock options.
During 2005, we paid $178 million in cash to .acquire Tri-
Vascular, Inc., CryoVascular Systems, Inc. and Rubicon Medical
Corporation and paid $120 million in shares of our common stock to
acquire Advanced:Stent Technologies, Inc. {AST). During 2004, we
paid $804 million in cash to acquire Advanced Bionics Corporation
and Precision Vascular Systems, Inc. (PVS). These acquisitions
were intended to strengthen our leadership position in interven-
tional medicine. Our consolidated financial statements include the
operating results for each acquired entity from its respective date of
acquisition. Given the materiality of the transaction, we have
included supplemental pro forma financial information to give effect
to the Guidant acquisition as though ii had occurred at the begin-
ning of 2006 and 2005 below. Pro forma information is not
presented for our other acquisitions given the immateriality of their
results to our consolidated financial statements.

2006 Business Combinations
On April 21, 2006, we acquired 100 percent of the fully diluted
equity of Guidant Corporation. Guidant is & world leader in the
treatment of cardiac and vascular disease. With this acquisition,
we have become 'a major provider in the more _than' $9 billion
global Cardiac Rhythm Management (CRM) business, enhancing
our overall competitive position and long-term growth poténtial
and further diversifying our product portfolio. This acquisition has
established us as one of the world's largest cardiovascular device
companies and a global leader in microelectronic therapeutics.

v

I
f

The aggregate purcha'ste price of $28.4 billion included: $14.5 bil-
lien in cash; 577 million shares of our common stock at an
estimated fair value of $12.5 billion; approximately 40 million of
our fully vested stock o:ptions granted to Guidant empioyeés at an
estimated fair value afiapproximately $450 million;.approximately
$100 million assomated with the buyout of options of certain
former vascular intervention and endovascular solutions Guidant
employees; and appro>i<|mately $800 millicn of direct acquisition
costs, including a $705 million payment made to Johnson &
Johnson in connection' with the termination of its merger agree-
ment with Guidant. Thé purchase price net of cash acquired was
approximately $21.7 bl"l{)l"l In conjunction with the acquisition,
and partially offsettingithe purchase price, we acquured ApPProx-
imately $6.7 billion of Ecash, including $4.1 billion in connection
with Guidant's prior sale of its vascular intervention and endovas-
cular solutions businesses to Abbott. The remaining cash relates
to cash on hand at theitime of closing. There is no potential con-
tingent consideration p?yable to the former Guidant shareholders.

Upon the closing of >the acquisition, each share of Guidant
common stock (other than shares owned by Guidant and Boston
Scientific) was converted into (i) $42.00 in cash, (i) 1.6799 shares
of Boston Scientific common stock, and {iii} $0.0132 in cash per
share for each day beginning on Aprii 1 through the closmg date
of April 21, represent:ing an additional $0.28: per share. The
number of Boston Scientific shares issued for each Guidant share
was based on an exchajnge ratio determined by dividing $38.00 by
the average closing price of Boston Scientific common stock
during the 20 consecuiive trading da\j period ending three days
prior to, the closing, date 50 long as the average. closing price
during that period was between $22.62 and $28.86. If the
average closing price during that period was below $22. 62, the
merger agreement spt:amfleq a fixed exchange ratio of 1.6799
shares of Boston Scientific common stock for each share of
Guidant common stock. Because the average closing price of
Boston Scientific comr'r:ion stock during that period was less than
$22.62, Guidant shareholders received 1.6799 Boston Scientific
shares for each share o:f Guidant common stock.

We measured the fairlF value of the 577 million shares of our
common stock issuedias consideration in conjunction with our
acquisition of Gwdant under Statement No. 141 and EITF
No. 99-12, Derermrnatron of the Measurement Date for the
Market Price of Acquirer Securities Issued in a Purchase Business
Combination. We determined the measurement date to be
April 17, 20086, the first:date on which the average 20-day closing
price fell below $22.62 and the number of Boston Scientific
shares to be issued acc;ording to the exchange ratic became fixed
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without subsequent revision. We valued the securities based on
average market prices a few days before and after the measure-
ment date (beginning on Apr:l 12 and endrng on April 19), which did
not include any dates after the April 21 closrng date of the acquis-
ition. The weighted average stock price so determlned was $21 68.

To finance the cash portrpn of the Guidant. acquisition, we bor-
rowed $6.6 billion consisting of a $5.0 billion five-year term loan
and a $700 million 364-day interim credit|facility loan from a syndi-
‘cate of commercial and investment banks, as well as a $900 million
subordinated loan from lAbbott. See I{Jote F—Borrowings and
Credit Arrangements for further details regarding the debt issued
to finance the cash portion'of the Guidantiacquisition.

We made our offer to acquire Guiclant after the execution of a
merger agreement betwebn Guidant and Johnson & Johnson. On
January 25, 2006, Gurdant terminated the Johnson & Johnson
merger agreement and,| in connection with the termination,
Guidant paid Johnson | & Johnson |a termination fee of
$705 million, We then reimbursed Guidant for the full amount of
the termination fee paid to Johnson & Johnson,

We continue te incur integration and restructuring costs as we
integrate certain operations of Guidant.

Abbott Transaction

On April 21, 2008, before the closing of the Boston Scientific-
Guidant transaction, Abbott acqurred Guidant’'s  vascular
intervention and endovascular solutions busrnesses for:

. an initial payment of $4.1 billion in caeh at the Abbott trans-
action closing;

» a milestone paymenlt of $250- million upon receipt of an
approval from the U.S. FDA within ten years after the Abbott

. stentin the U.S.; and

approval from the Japanese -Ministlry of Health, Labour and
Welfare within ten years after the Abbott transaction closing
to market and sell an everclimus-gluting stent jn Japan.

In addition, Abbott ioaned us $900 million on a subordinated
basis. See Note F-—Borrowrngs and Credit Arrangements for
further details regarding the Abbott loan!

Further, Abbott purchased trom us appmximately 65 million
| shares of our common stlock for $1.4 billion, or $21.66 per share.
Abbott agreed not to selt any of these shlares of common stock for
i six months following the transaction closing unless the average
price per share of our common stock over any consecutive 20-day
trading period during that six-month period exceeded $30.00. In

transaction closing t0 market and sell an everolimuseluting

+a milestone payment of $250 million upon receipt of an

addition, during the 18-month period following the transaction
closing, Abbott will not, in any one-month period, sell more than
8.33 percent of these shares of our common stock. Abbott must
selt all of these shares of cur common stock no later than 30
months following April 21, 2006 and must apply a portion of the
net proceeds from its sale of these shares of our common stock in
excess -of specified "amounts, if any, to reduce the principal
amount of the loan from Abbott to Boston Scientific {sharing of
proceeds feature).

We determined the fair value of the sharing of proceeds feature
of the Abbott stock purchase as of April 21, 2006 to be
$103 million and recorded this amount as an asset received in
connection with the sale of the Guidant vascular intervention and
endovascular solutions business to Abbott. We revalue this
instrument each reporting period, and recorded net expense of
approximately $95 million during 2006 to reflect the change in fair
value. We will record fair value adjustments on this feature until
all of the underlying shares are scld by Abbott. As of
December 31, 2008, we have an asset of approximately $8 mil-
lion remaining, which reflects the estimated fair value of this
feature as of December 31, 2006.

We used a Monte Carlo simulation methodology in determining
the value of the sharing of proceeds feature. We estimated the
fair values on December 31, 2006 and April 21', 2006 using the
following assr.rmptions:

December 31, April 21,
2006 2006
BSX stock price : $ 17.18 $ 2249
Expected volatility : 30.00% 30.00%
Risk-free interest rate - ‘ 4.78% 4.90%
Credit spread 0.35% 0.35%
Expected dividend yield ‘ 0.00% 0.00%
Contractual term to expiration 1.8 years 2.5years
Notional shares 64,635,272 64,635,272

Approximately 18 months foliowing the Abbaott transaction clos-
ing, we will issue to Abbott additional shares of our common
stock having an aggregate value of up to $60 million (based on
the average closing price.of our common stock during the 20
consecutive trading day period ending five trading days prior to
the date of issuance of those shares) to reimburse Abbott for the
cost of borrowing $1.4 billion 1o purchase the shares of our
common stock. We have recorded the $60 million of stock to be
issued as a liability assumed in connection with the sale of
Guidant’s vascular intervention and endovascular solutions busi-
nesses to Abbott. ‘

Prior to the Abbott transaction closing, Boston Scientific and
Abbott entered into transition services agreements under which
(i) we will provide .or make available to the Guidant vascular and

—4] —

BOSTON SCIENTIFIC AND SUBSIDIARIES i

|

A




NN R . CIEEEE R

NOTES TO THE CONSOLIDATED FINANCIAL STA;TEMENTS

K

ST

endovascular solutions businesses acquired by Abbott those
services, rights, properties and assets of Guidant that were not
included in the assets purchased by Abbott and that are reason-
ably required by Abbott to enable them to conduct theé Guidant
vascular and endovascular sclutions businesses substantially as
conducted at the time of the Abbott transaction closing; and
(i) Abbott will provide or make available to us those services,
rights, properties and assets reasonably required by Boston
Scientific to enable it to conduct the business conducted by
Guidant, other than the Guidant vascular and endovascular sol-
utions busines‘ses, in substantially the same manner as
conducted as of the Abbott transaction closing, to the extent
those services, rights, properties and assets were included in the
assets purchased by Abbott. These transition services are avail-
able at prices based on costs incurred in performing the services.
Many of these transition services agreements expire during 2007.

Purchase Price

We have accounted for the acquisition of Guidant as a purchase
under U.S. GAAP. Under the purchase method of accounting, we
recorded the assets and liabilities of Guidant as of the acquisition
date, at their respective fair values, and consolidated them with
those of legacy Boston Scientific. The purchase price is based
upon preliminary estimates of the fair value of assets acquired
and liabilities assumed. We are in the process of gathering
information to finalize our valuation of certain assets and liabilities,
primarity the determination of amounts that may be paid as a
result of assumed product liability claims. We will finalize the
purchase price allocation once we have the necessary information
to complete our estimate, but generally no later than one year
from the acquisition date. The preparation of the valuation
required the use of significant assumptions and estimates. Critical
gstimates included, but were not limited to, future expected cash
flows and the applicable discount rates as of the date of the
acquisition. We based these estimates on assumptions thai we
believed to be reasonable as of the date of 'the acquisition.
However, actual results may differ from these estimates. .

The preliminary purchase price is as follows (in millions):

Consideration to Guidant -

Cash portion of consideration $14527

Fair valug of Boston Scientific common stock 12,514

Fair value of Boston Scientific options exchanged for Guidant stock options 450

Buyout of options far certain former employees 97
27,588

Other acquisition-related costs

Johnson & Johnson termination fee 705

QOther direct acquisition costs : 65

$28358 |

Cash ! $ 6,708
. Intangible assets subject to amoniz:atlon 7719
Goodwill | 12,354
Other assets | 2,255
* Purchased research and development 4,169
Current liabilities ‘ (1,803}
- Net deferred income taxes i [2,549)
¢ (ther tong-term liabilities | {405)
| 2835

|

|
1
The fair value of the Boston Scientific stock options exchanged
for Guidant options was included in the purchase price due to the
i
fact that the options were fully vested.

We estimated the fair: value of these optionAs using a Black-
Scholes option-pricing model. We estimated the fair value of the
stock options assummg no expected dividends and the followmg
weighted-average assumptlons

E‘xpected 1erm {in years) ! ] 24
Expected volatility ! 30%
Risk-fres interest rate ' 492%
Stock price on date of grant $22.49
Weighted-average exercise price ! 3

0

Preliminary Purchase Pnce Allocation

¢ The following chart surrllmanzes the Guidant prehmmary purchase

price allocation f{in rn||l|on5].

The deferred tax I|ab|I|t|es relate primarily to the tax impact of

. future amortization as;somated with the identified intangible
assets acquired, which are not deductible for tax purposes. We

i Risk-Adjusted
| Woeighted Discount
, Average Rates used in
| Amount Amortization Purchasa
, Assigned Period _ Price
i {in millions} {in years) Allocation
' Amortizable intangible assets | |
Tachnology—core 'os6a42 75 ¢ 10%-16%
Technology—developed ; 885 6 10%
Customer relationships [ 688 19 10%-13%
Other I 4 10 0% ¢
|
| §7.7118 22
Goodwil ! $12,354
Purchased research and I
development 4,169 13%-17%

allocated the excess of jthe purchase price over the fair value of
net tangible assets acquired to specific intangible asset catego-

ries as follows: :t

H
]
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We believe that the estilmated intangible assets and purchased
research and development so determined represent the fair value
at the date of acquisition and do not exceed the amount a third
party would pay for the assets. V\{e used the income approach to
determine the fair value ?f the amortizable intangible assets and
purchased research and development. We valued and accounted
for. the identified intangible assets and| purchased research and
development in accordance with our| policy- as described in
Note A—Significant Accofinting Policies. )

Various factors contributed to the establishment of goodwill,
including: the strategic bul-znefit of‘eﬁtering the CRM market and
diversifying our product portfoho “the value of Guidant's highly
trained assembled work{orce as of the acquisition date; the
expected revenue growth over!time| that is attributable to
expanded indications and increased market penetration from
future products and customers; the incremental value 10 our
existing interventional cardiology franchise from having two drug-
eluting stent platforms; and the synergies expected to result from
combinifig infrastructures! reducing combined operational spend
and program reprioritizatio‘n. The goodwill acquired in the Guidant
acquisition is not deductiéle for tax purposes. We have allocated
the goodwill to our repertable segments|as follows: $7.642 billion
to the U.5., £3.7 billiotn to Europe,| $625 million to Inter-
Continental and $387 million to Japan. We allocated goodwill by
business segment based|on the relative enterprise fair value of
each segment at the date of acquisition.

The core technology consists of technical processes, intellectual
property, and institutional !understanding with respect to products
or processes that have been developed|by Guidant and that will
be leveraged in future pfoducts or processes. Core technology
represents know—How, patented and {unpatented technology,
testing methodolbgies an(:j hardware that wilt be carried forward
from one product generation to the next. Over 90 percent of the
value assigned to core technology is associated with Guidant's
CRM products and includes battery arind capacitor technology,
lead technology, software algorithms, and interfacing for shocking
and pacing. The developed ' technology, acquir'ed from Guidant
represents the value associated with currently marketed products
that have received FDA|approval as of the acquisition date.
Guidant’s currently marketed products inciude;

4

» Implantable cardioverter defibrillator|systems used to detect
and treat abnormally fast heart rhythms (tachycardia} that
could result in sudden cardiac deatlh, including implantable
cardiac resynchronization therapy defibrillator systems used
to treat heart failure;

» implantable pacemaker sysiems used to manage slow or
irregular heart rhythms (bradycardia), including implantable
cardiac resynchronization therapy pacemaker systems used
to treat heart failure; and

« Cardiac surgery systems used to perform- cardiac surgical
ablation, endoscopic vein harvestmg and clampless beating-
heart bypass surgery.

The currently marketed products include products primarily within
the insignia, Prizm, Vitality, Contak TR and Contak Renewal CRM
product families, the VASOVIEW® Endoscopic Vein Harvesting
System, FLEX Microwave.Systems and the ACROBAT™ System.

Customer relationships represent the estimated fair value of the
non-contractual customer relationships Guidant had with physi-
cian custormers as of the acquisition date.. The primary physician

users of Guidant's largest selling products include electro-

physiclogists, implanting cardiologists, cardiovascular surgeons,
and cardiac surgeons. These relationships were valued separately
from goodwill as Guidant {i} has information about and has reguler
contact with its physician customers and (i} the physician
customers have the ability to make direct contact with Guidant.
We used the income approach to estimate the fair value of
customer relationships as of the acquisition date.

Pro Forma Results of Operations

Our consolidated financial statements include Guidant's operating
results from the date of acquisition, April 21, 2006. The following
unaudited pro forma information presents a summary of con-
solidated results of 'our operations and Guidant, as if the
acquisition, the Abbott transaction and the financing for the
acquisition had occurred at the beginning of each of the periods
presented. We have adjusted the historical consolidated financial
information to give effect to pro forma events that are {i) directly
attributable to the acqguisition and (i) factually supportable. We
present the unaudited pro forma condensed consolidated financial
information for informational purposes only. The pro forma
information is not necessarily indicative of what the financial
position or results of operations actually would have been had the
acquisition, the sale of the Guidant vascular and endovascular
solutions businesses to Abbott and the financing transactions
with Abbott and other lenders been completed at the dates
indicated. In addition, the unaudited pro forma condensed con-
solidated financial information does not purport to project the
future financial bosition or operating results of the combined
Company aiter completion of the acquisition. Pro forma adjust-
ments are tax-effected at our effective tax rate.
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. DY“' Ended ~ The components of our accrual for Guidant-related exit and other
ecember 31,
. {Unaudited) costs are as follows:
{in mitiions. except per share datal - - 2006 05 | l
Net sal : _ : | Purchass Charges " Balance at By
ot sales §8533. 1 $87% : Price Utilized | -December aﬁ
Net loss (3.916) (4.287) ' fin millions} ' | Adjustments . | in2006 i __J
Net loss per share—basic $ (2.66) $(292) Workforce redections ) $190 $(27) Rt &
Net lass per share—assuming dilution $-(2.66) ${2.92) Relocation costs i 15 . 5l
) o ] " Contractual commitments i 30 {5)
The pro forma net loss includes amortization expense associated . i 5 s
with intangible assets obtained in conjunction with the Guidant

acquisition of $480 million for 2006 and 2005 The unaudited pro
forma financial information for each penod presented also
includes the following non- recurnng charges: purchased research
and development of $4.169 billion obtained as part of the Gui-
dant acquisition; $267 million in expense associated with the
step-up value of acquired inventory sold; a. tax charge for the
-drug-eluting stent license right obtained from Abbott; and $95
million. for the fair value adjustment. related to the sharing of
proceeds feature of the Abbott stock purchase. In connection
with the accounting for the acquisition of Guidant, we wrote-up
inventory acquired from manufacturing cost to fair value, As of
December 31, 2008, we had no inventory step-up  value
remaining in inventory.,

Costs Assaciated with Exit Activities

As of Decernber 31, 2006, we included in the Guidant purchase
price allocation an accrual for $198 million in acquisition-related
costs that included: approximately $173 million for involuntary
terminations, change-in-control payments, relocation and related
costs; and approximately $25 million of estimated costs to cancel
contractual commitments.

As of the acquisition”date, management began to assess and
formulate plans ‘to exit certain Guidant activities. As a result of
these exit plans, we will make severance, reIocat'ion and
change-in-control payments. The majority of the exit cast accrual
relates to our plan to reduce the acquired CRM workforce by
approximately 500 to 600 employees during the first quarter of
2007. The affected workforce included primarily research and
development employees, “although employees within salesand
marketing and certain other functions were also impacted. We
also plan to make smaller workforce reductions internationally
across multiple functions in order to eliminate duplicate facilities
and rationalize our distribution network in certain countries. We
are in the process of gathenng information to finalize these
integration activities.

L. .
2005 Business Comb:inatiam
In March 2005, we acquired 100 percent of the fully diluted equity
of AST for approximate[\'/ 3.6 million shares of our comman stock,
which was valued at approximately $120 million on the date of
acquisition. We may alét?) be required to make earn-out payments

"in the future that are |contingent upcen AST achieving certain

regulatory and perferrﬁa:mce-related milestones. AST is a devel-
oper of stent delivery ssystems that are designed to address

. coronary artery disease in bifurcated vessels. The acquisition was
. intended to.provide us!with an expanded stent technology and

. previous

intellectual property portiolio,
B

In April 2005, we acquired 100 percent of the fully diluted equity
of Trivascular for 'appf%aximately $65 million in addition to our
investments'] and notes issued of approximately

' $45 million. TriVascular, is a developer of medical devices and
. procedures used for treating abdominal aortic aneurysms (AAA).

The acquisition was inltended to expand our vascular surgery

_ technology portfolio. . During the second quarter of 2006,
. management cancelled., the TriVascular AAA stent-graft program.
' The program cancellation was due principally to forecasted
©increases in time and costs to complete the development of the

stent-graft and to receive regulatory approval. The cancellation of
the TriVascular AAA program resulted in the shutdown of our

. facility in Santa Rosa, California and, the displacement of approx-

imately 300 employees. During the second quarter of 2008, we
recorded a charge to'research and development expenses of

. approximately $20 million associated primarily with write-downs

of fixed assets and a charge to research and development
expenses of approxlmately $10 million associated wnth severance
and related costs mcurred in connection with the cancellation of
the Trivascular AAA program. In addition, we recorded an
impairment charge relat[ed to the remaining TriVascular intangible
assets and reversed tour accrual for contingent payments
recorded in the initiallipurchase accounting. The effect of the
write-off of these assets and liabilities was a $23 million charge to
amortization expense and a $67 million credit to purchased

I
'
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research and development during/the second quarter of 2006. We
|

substantially completed the shutdown activities during the third

quarter of 2006. . ‘ ‘

in Aprrl 2005, we acquired 100 percent ot the fuily diluted equ:ty
of CryoVascuIar for approxrmately $50 mrllron in addition to our
previous investments of approximately $10 mrlllon We may also
be required to make earn-out payments in the future that are
contrngent upon CryoVascular achrevrng certain performance
refated- mrlestones CryoVascular is a developer and manufacturer
of a proprietary angloplasty devrce to treat atherosclerotrc drsease
of the legs and other penpheral arteries, whrch we prevrously
distributed. The acqursmon wasI |ntended to expand our perrpheral
vascular technology portfolio. ‘ '

)
In June 2005, we completed our acqursrtlon of 100 percent of the
fully diluted equity of Rubicon for approximately $70 million in
addition 10 our previous investments of approximately $20 million.
We may also be required to mlake earn-out payments in the future
that are contingent upon Rubicon achieving certain regulatory and
performance related-mitestones. Rubicon| is a developer of
embolic protection filters for use in interventional cardiovascular
procedures The acquisition was 'intende'd to strengthen our
leadership position in mterventronal cardiovascular procedures. In
2006, we wrote off $21 mrlhon of the intangible assets to amor-
tization expense assocrated with developed technology obtarned
as part of the acqurs:tron The wnte-off of tha Rubicon developed
technology resulted from a management decrsron to redesign the
first generation of the technology and concentrate resources on
the co‘mrnercialization of the second{generation product.

2004 Business Combinations

On June 1, 2004, we cbmpleté'r':l our acquisition of 100 percent of
the fully diluted equity of Advanced Bionics for an initial payment
of approximately $740 million in cash, plus possible future
earn-out payments. Advanced Bionics deveiops implantable
microelectronic technologres for treatrng ‘numerous, neurological
disorders. lts neuromodulatron technology includes.a.range of
neurostimulators {or implantable pulse generators), programmable
drug pumps and cochlear|implants. The Advanced Bionics acquis-
ition was intended to, expand our technology portfolio into the
implantable microelectronic device market.

The "Advanced B|onrcs acquisition was Structured to include
earn-out payments that are contrngent{ primarily on the achieve-
ment ‘of future performance milestones. The performance
milesténes are segmented by Advanced Bionics' four principal
technology platforms lcochlear impiants, implantable pulse
generators, drug pumps and bion n'tlcrostlmulatorsl and each

milestone -has a specific ' earn-out” period, which generally
commences on ‘the date of the related product launch. Base
earn-out payments on these ‘performance milestones 'approx-
imate two-and-a‘quarter times incremental sales for each annual
period. - There are alse bonus earn-out payments available based
on the attainment of certain aggregate sales performance targets
and a certain gross margin level: The milestones associated with
the contingent consideration must be reached in certain periods
through 2013 The estimated potential amount of future con-
tlngent con5|deratron [undlscountedl that we could be required to
make associated wrth our acqursrtron of Advanced Bionics is
approxrmately $3 billion. The estrmated cumulatrve revenue level
(undascounted) to be generated by Advanced Bionics during the

‘ remarnrng earnout perrod is approxrmately $7 billion. We wrll

allocate these payments, if made, to goodwill.

On April 2, 2004, we completediour-acquisition of the remaining
outstanding shares of PVS for an initial. payment of approximately
$75 million in cash. We mayalso be required to make earn-out
payments$ in the future that are contingent upon PVS achieving
certain performance-related ' milestones. PVS develops ~and
manufactures guidewires and microcatheter technology for use in
accessing the brain, the heart-and other areas of the anatomy.
The acquisition of PVS was intended to provide us with additional
vascular. access technotogy. ’

Contingent Consideration

Certain of our business combrnatrons involve the payment of

contingent consideration. In accordance wrth Statement No, 142,
we establrsh a contrngent consrderatlon llablllty at the acqursrtlon
date if the’ sum of the fair value assigned to assets acquired
lrncludnng purchased research and development) and liabilities
assumed exceed the initial cost of the acqurred éntity. The liability
established equals the lesser of the fmaximum amount of the
potential contingent consideration or the excess fair value.
Payment of the additional consideration is generally contingent
upon the. acquired companies’ reachrng certain performance
milestones, including attaining specn‘led revenue levels, achieving
product development targets or obtalnrng regulatory approvals.

During 2006, we paid $397 miltion for acquisition-related pay-
ments -associated primarily-with Advanced Bionics, CryoVascular
and Smart Therapeutics, Inc, As of December 31, 2006, we had
accrued approximately $220 million for acquisition-related pay-
ments, of which we paid approximately $200 million to the former
sharehaclders of Advanced Bionics during the first quarter of 2007.
During 2005, we pard $33 million for acquisition-related payments
associated prrmarlly with Catheter Innavations, Inc., Smart and

—
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Embolic Protection, Inc. (EPI). As of December 31, 2005, we had
accrued $268 million for acquisition-related payments. In addition,
as of December 31, 2005, we had recorded a liability . of
$89 million to account for the excess of the fair value of the
assets acquired over the initiat purchase price for certain of our
acquisitions. During 2004, we paid $107 million for acquisition-
related payments associated primarily with EP1, Smart and InFlow
Dynamics, Inc.

Certain earn-out payments are based on multiplss of the acquired
company's revenue during the earn-out period and, consequently,
we cannot currently determine the total payments. Howaver, we
have developed an estimate of the maximum potential contingent
consideration for each of our acquisitions with an outstandiné
garn-out obligation. At December 3%, 2006, the estimated
maximum potential amount of future contingent consideration
{undiscounted) that we could be required to make associated with

our business combinations is approximately $4 billion, some of,

which may be payable in common stock, and which includes
approximately $3 billion of estimated .payments to Advanced
Bionics. The milestones associated with the contingent consid-
eration must be reached in certain future periods ranging from
2007 through 2016. The estimated cumulative specified revenue
level associated with these maximum future contingent pay-
ments is approximately $10 billion, which includes approximately
$7 billion for Advanced Bionics.

During the first quarter of 2007, we acquired EndoTex Interven-
tional Systems, Inc., a developer of stents used in the treatment
of stenotic tesions in the carotid arteries, We issued approx-
imately five million shares valued at approximately $30 miilion and
approximately $10 million in cash 1o acquire the remaining inter-
ests of EndoTex and may be required to pay future consideration
that is contingent upon EndoTex achieving certain performance-
related milestones.

Purchased Research and Development

During 2006, we recorded $4.119 hillion of purchased research
and development. This amount included a charge of approx-
imately $4.169 billion asscciated with the purchased research and
development obtained in conjunction with the Guidant acquisition;
a credit of approximately $67 miltion resulting primarily from the
reversal of accrued contingent payments due to the cancellation

of the TriVascular AAA program; and an expense of approximately

317 million resulting  primarily from the application of equity
rmethod accounting for our investment in EndoTex.

The $4.169 billion of purchased research and development asso-
ciated with the Guidant acquisition consists primarily of

approximately $3.26 billion for acquired CRM-related products and
approximately $_540 million for drug-eluting stent technology;
shared with Abbott. The purchased research and development”
value associated with the Guidant acquisition also includes:
appr0ximatel\'/ $369 million that represents the estimated fair
value of the potential milestone payments of up to $500 million |

that we may receive from Abbott upon receipt of certain regu- -
latory approvals by the vascular intervention and endovascular -
solutions busines_s|es it acquired from Guidant. We recorded the .
amounts as purchased research and development at the acquis- -

ition date because the receipt of the payments is dependent on

future research and development activity and regulatory appro- -

vals, and the asset has no alternative future use as of the
acquisition date. We will recognize the milestone payments, if
received, as a gain in our financial’statements at the time of
receipt. !
The most significari|t purchased research and development proj-
ects acquired from Guidant include the Frontier™ CRM
technology and righ{s to the everclimus-eluting stent technology
that we share with Abbott. The Frontier CRM technofogy repre-
sents Guidant’s next-generation pulse generator platform that will
incorporate new cdmponents and software while leveraging
certain existing intellectual property, technology, manufacturing
know-how and institUtional knowledge of Guidant. We expect to
leverage this platform across all CRM product lines to treat elec-
trical dysfunction in the heart. We expect to launch various
Frontier-based produéts commercially in the U.S. over the next
36 months, subject to regulatery approval. As of December 31,
2008, we estimate that the total cost to complete the Frontier
CRM technology is between $150 million and $200 million. We
expect material cash' flows. from Frontier-based products to
commence in 2008,

The $540 miltion att'rlibutable to the everolimus-eluting stent
technology represents !the estimated fair value of the rights to
Guidant's everolimus-bl_ased drug-eluting stent technology we
share with Abbott. in December 2006, we launched PROMUS™,
our first-generation everblimus-based stent, supplied by Abbhott, in
limited quantities in Europe. We expect to launch a first-
generation everolimus—dased sieni, supplied by Abbott, in the

" U.S. in 2008, subject to regulatory approval. We expect to launch
-an internally manufactured next-generation everolimus-based

stent in Europe in 2010 and in the U.S. in 2011. We expect that

Jmaterial net cash inflou'lfvs {net of operating costs, including

research and development costs to complete) from our internally
manufactured everolimus-based drug-eluting stent will com-
mence in 2010 or 2011, 'ifoliowing its approval in Europe and in
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the U.S. As of December 31, 2006, we estimate. that the cost 1o
. complete our next-generation everolimus-elutilng stent technology
project is between $200 million and $250 milllion. The in-process
projects acquired in conjunctiop with the Guidant acquisition are
generally progressing in line with our estimates as of the acquis-
ition date. '

In 2005, we recorded $276 rnillion of purc,hased research and
development. Qur 2005 purchased research and development
consisted of: $130 million relating to our acquisition of Tri-
Vascular; $723 mitlion relating to our acquisitidn of AST, $45 million
relating t6 our acquisition of Rubicon; and $3 million relating to
our acquisition of CryoVascular. In addition, recorded
$25 milion- of purchased research and development in con-
junction with obtaining distribution rights for,new brain monitoring
technology that Aspect Medical Systems,|one of our strategic
partners, is currently developing. This technology is designed to
aid the diagnosis and treatn’went of depression, Alzheimer's dis-
ease and other neurological conditions.

we

The most significant 2005 purchased research and development
projecis included TnVascuIar s AAA stent-éraft and AST's Petal™
bifurcation stent, which cﬂllectwely represented 73 percent of our
2005 purchased research and developmem. During the second
guarter of 2006, management cancelled the TriVascular AAA
stent-graft program. AST's |Petal b|furcat|c]3n stent is designed to
expand into the side vessel where a smgle vessel branches into
two vessels, perr_nrtt:ng bloed to flow into both branches of the
bifurcation and providing support at the jurnct'ron We éstimate the
remaining ¢ost to complete the Petal lblfurcatlon stent 10 be
between $100 million and $125 million. \We expect material net
cash inflows from the Petal bifurcation|stent to begin in 2011,
which is when we _expectI the stent to be commercially avaitable
inthe US.ina 'drdg-elutir%g configuratioh. The AST Petal bifurca-
tion stent in-process project is geherally progressing in line with
our estimates as of the acquisition date.

In 2004, we recorded $685 milliert of jpurchased research and
development. Our 2004, purchased relsearch and development
consisted primarily of $5|0 million relating to our acquisitions ‘of
Advanced Bionics and $14 million relating to our acquisition of
PVS. The most significalnt in-process (projects’ acquired in con-
nection with our 2004 acquisitions included Advanced Bionics'
bion® microstimulator and drug delivery pump, which collectively
represented 77 percent of our 2004 achuired in-process projects’
value. The bion mlcrostlmulater i * an implantable neuro-
stimulation device desngned to treat a variety of neurological
conditions, We estlmate the remamtng cost to complete the blon

microstimulator for mlgrame headaches 6 be approxlmately

$35 million. We expect material cash flows from the bion micro-
stimulator to commence in 2011, following its approval in the
U.S., which we expect to occur in 2010, The Advanced Bionics
drug delivery pump is an implanted programmable device
designed to treat chronic pain. We estimate the remaining cost to
complete the drug delivery pump 1o be between $50 million and
$60 million. We tontinue to assess the pace and risk of develop-
ment of the drug delivery pump, as well as general market
opportunities for the pump, which may result in a delay in the
timing of regulatory approval or lower potential market value. We
currently expect material net cash inflows from the drug delivery
pump ta commence in 2012, following its approval in the U.S,,
which we expect to occur in 2011 or 2012, The estimated timing
and costs 1o complete the bion microstimulator and the drug
delivery pump have increased relative to what we estimated as of
the acquisition date; however, we do not believe these increases
will have a material impact on our results of operations or financial
condition.

Note E - Goodwill and Other
Intangible Assets

The gross carrying amount of goodwill and intangible assets and
the related accumulated amortization for intangible assets subject
to amortization at December 31 are as follows:

- 2006 2005
“Gross ..t, Gross
] Carrying_ ¢|_ Accumulalad Carrying Accumulated
{in millions) Amount® /| Amortization ‘| Amount Amortization
Amortizable inmangible ' .
assets e “
Technology—core $ 6,909 t,S 292 $ 829 $ BB
Technotogy—developed |~ 1,338 441 452 244
Patents 583 244 547 209
Customer relationships | 765 56 73 2
Qther intangible assets il 122 208 108
$ 9,809 $1.157 < 2,110 $669
Soodwil sa6w [ - | $iem
Technalogy—core c =356 356
$14.984 - $2.294

Our core technology that is not subject to amortization represents
technical processes, inteltectual property andfor institutional
understanding acquired through business combinations that is
fundamental to the ongoing operation of our business and has no
limit to its useful life. Qur core technology that is not subject to
amortization is comprised primarily of certain purchased stent and
balloon technology, which is foundational to our continuing oper-
ation within the interventional cardiology market and other

| -
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markets within interventional medicine. We amortize all other
core technology over its estimated useful life.

Estimated amortization expense for each of the five succeeding
fiscal years based upon our intangible asset portfolio at
December 31, 2008 is as follows: '

Estimated Amortization Expense
fin millions)
2007 ' $608
2008 566
2009 . , 545 '
2010 . 533
201 439

Goodwill as of December 31 as allocated by our reportable-
segments is as follows: : .

Inter-

{in miltions) United States . Europe Japan Continental
Balance as of

December 31, 2004 $1.,040 $ 160 $ 50 § 57
Purchase price adjustmants {35} {4 (1 (2)
Goodwill acquired 19 3 3 9
Contingent consideration 183 25 5 * 14
Balance as of

December 31, 2005 $1.613 $ 185 3 62 3 78
Purchase price adjustments
Goodwill acquired !
Contingent consideration

A T g L [T s

Balancargs. oi"’f; :
?Decemher,:!l ZBBSK% by

The 2006 and 2005 purchase price adjustrnents refate primarily 10
adjustments to reflect the fair value of deferred tax assets and
liabilities acquired in connection with current year and prior year
acquisitions properly. '

Note F - Borrowings and

Credit Arrangements

We had outstanding borrowings of $8.902 billion at December 31,
2006 at a weigh{ed average interest rate of 6.03 percent as
compared to oultstanding borrowings of $2.02 billion at
December 31, 2005 at a weighted average interest rate of
4.8 percent. At Décember 31, 2006 and 2005, our borrowings
consisted of the f,oii_owing:

{in millions) 2005
Commercial paper i N $ 149
Other current debt obligations 7
156
Term loan !
Abbott Ipan .
Senior notes . 1,850
Fair value adjustment * i 14
Discaunts i (?J
Other .
' i 895m 1,854
. . | 52,020

*  Represents unamortized (osses) gains on interest rate swaps used to hedge
the fair value of certain of our senmior notes, See Note G—Financial Instru-
ments for further discussion regardmg the treatment of cur interest rate
swaps. ) ot

The debt maturity schedule for our term loan, Abbott loan, and
senior notes as of December 31, 2006 is as follows:

Payments Due by Period
lin millions) - . 2008 2009 2010 aanm Thereafter | * Total
Termigan . $650 (- $650 $1.700 $2,000 $5,000
Abbott loan ! 600 900
Senior nutes f 850 | $2.200 3,050

650 |- $650 | s1700 | sa7so|  s2200 | seeso

Guidant Financing

In April 2006, to financé the cash portion of the Guidant acquis-
ition, we borrowed, $6.6 billion, consisting of a $5.0 billion five-
year term loan and a $700 million 364-day interim credit facility

*loan from a syndicate o'f commercial and investment banks, as

well as a $900 miillion subordinated loan from Abbott. In addition,

‘we terminated our existing revolving credit facilities and estab-

lished a new $2.0 billion revolving credit facility. In May 2006, we
repaid and terminated the $700 million 364-day interim credit
facility loan. We are permitted to prepay the term loan and Abbott
loan pricr to maturity with'no penalty. or premium.

The term loan and revolvmg credit facility bear interest at LIBOR
plus an lnterest rmargin of 0.725 percem. The mterest margin is
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based on the highest two out/of three of our long-term, senior
unsecured, corporate credit ratings from Fitch Ratings, Moody's
Investor Service, Inc. and Stendard & Poor's Rating Services
{S&P). As of December 31, 2|006, our! credit ratings were BBB
from Fitch; Baa3 from Moody's; and BBB froTn S&P. These credit
ratings are investment grade. The Moodyjs and -S&F ratings
outlook is currantly negative. - ’

The $900 million loan from Aibbott bears interest at a fixed 4.0
percent, payable semi-annually. We determined that an appro-
priate fair market interest rate on the Ioan from Abbatt is 5.25
percent per annum. We recorded the loan at a discount of approx-
imately $50 million and will record interest at an imputed rate of
5.25 percent over the term ofithe loan!

Addltronally, in June 20086, under our shelf registration previously
filed with the SEC, we 1ssued $1.2 billion {of publicly registered
senior notes. See the Semo'r Notes section of this note for the
terms of this issuance.

Our revolving credit facility and term loan agreement requires that
we maintain a ratio of debt to pro forma IIEBITDA, as defined by
the agreement,” of less than or equal to 4.5 to 1.0 through
December 31, 2007 and 3.5 to 1.0 thereafter. The agreement also
requires that we maintain a ratio of pro forma EBITDA, as defined
by the agreement, to interest expense of 9reater than or equal to
3.0 10 1.0. As of December 31, 2006, we were in compliance with
both of these debt covenalnts. Exiting 2008, our ratio of debt to
pro forma EBITDA was 3.6 to 1.0 and jthe ratio of pro forma
EBITDA to interest expense was 5.6 to 1:0. Any breach of these
covenants would require that we obtain waivers from our lenders
and there can be no assuraJnce that our lenders would grant such
waivers.

Credit Facilities

At December 31, 2008 and 2005, our revolwng credit facrhtles
totaled approximately $2. 0 billion. Use of the borrowrngs is unre-
stricted and the borrowrngs are unsecured. Qur credit facilities
provide borr0wrng capacrty and suppor’t our commercaal paper
program. In March 2006,| we repaid $149 mlllron in commercial
paper borrowings that were outsta'nding at December 31, 2005 at
a weighted average interest rate of] 4.11 percent. In Seo;
tember 2005, we repaid |45 billion Japanese yen (approximately
$400 million) in credit! facility borrowings outstanding at a
weighted average interest rate of 0.37 percent.

We maintain a credit and security facility secured. by our U.S.
* trade receivables that terminates in 2007. During the first quarter
of 2006, we increased this facility from $100 milion to

$350 million.- Borrowing availability' under this facility changes
based upon the amount of eligible.receivables, concentration of
eligible receivables and other factors. Certain significant changes
in the guality of our receivables may requirehus to repay borrow-
ings 'immediateiy under the facility. The credit agreement required
us to create a wholly owned-entity, which we c¢onsolidate. This
entity purchases our U.S. trade accounts receivable and then
borrows from two third-party financial institutions using these
receivables as collateral. The receivables and related borrowings
remain on our consolidated balance_sheets because we have the
right to prebay any borrowings outstanding and effectively retain
control over the receivables. Accordingly, pledged receivables are
included as trade accounts  receivable, net;, while the
corresponding borrowings are included, as debt on our con-
solidated halance sheets. . .

There were no amounts outstandlng agarnst our available credit
lines of $2. 35 billion at December 31, 2006.

In addition, we have uncommitted credit facilines, with two
commaercial Japanese banks that provide for borrowings and
promissory notes discounting of up 1o 15 billion Japanese yen
{translated to approximately $127 million at December 31, 2006
and 2005). We discounted $103 million of notes receivable as of
December 31, 2006 and $109 million as of December 31, 2005 at
an average interest rate of 0.75 percent.

At December 31, 2006, we had outstanding letters of credit and
bank guarantees of approximately $80 million, which consisted
primarily of financial lines of credit provided by _banks .and
collateral for workers' compensation programs. We enter these
letters of credit and bank guarantees in the normal course of
business. As.of December 31, 2006, we had not drawn any
amounts on the letters of credit or guarantees,_ At this time, we
do not believe we will be required to fund or draw any amounts
frorn the guarantees or letters of credit and, accordingly, we have
not recognlzed a related llabrhty in our fmanmal statements as of
December 31, 2006 Our tétters of credit and bank guarantees
were immaterial at December 31, 2005. 7

Senior Notes

We had senior notes of $3.05 billion" outstandnng at December 31,
2006 and $1.85 billion outstandlng at Decernber 31, 2005. These
notes are publicly' registered securiiies which are redeemable
prior to maturity and are not SUbjEC'[ to any srnkang fund require-
ments. QOur senior notes are unsecured unsubordrnated
obligations and rank on a parity with ‘each other. These notes
rank junior to our secured debt which include our $5 0 billion five-
year term loan, and have senior priority 1o our subordinated
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indebtedness, which includes our $300 million note from Abbott.
Our senior notes at December 31, 2006 consist of the following:,

Amount Semi-annual
{in millions) | Issuance Date | Maturity Date | Coupon Rate’
January 2011 Nates $250 November 2004 | Janvary 2011 | 4.25%
June 2011 Notes 600 June 2006 June 2011 £.0%
June 2014 Notes 800 . Jume 2004 June 2014 5.45%
Ngvember 2015 Notes 400 Movember 2005 | November 2015 5.5%
June 2016 Notes 600 June 2006 June 2016 6.4%
January 2017 Notes 250 November 2004 | January 2017 5.125%
November 2035 Notes 350 November 2005 | November 7335 6.25%

In Aprit 2006, we increased the interest rate payable on our
November 2015 and November 2035 notes by 0.75 percent in
connection with the downgrading of our credit ratings as a result.
of the Guidant acquisition. Subsequent rating improvements may
result in a decrease in the adjusted interest rate. The interest rate

on the date these senior notes were originally issued will be

permanently reinstated if and when the lowest credit ratings
assigned to these senior notes is either A- or A3 or higher.

Note G - Financial Instruments

Carrying amounts and fair values of our financial instruments at

December 31 are as follows:

2006 2005
Careying Fair Carrying Fair

{in miilions) Amount Value Amount Value
Assets

Foreign exchange cantracts $ N 8N $ 176 § 176
Interest rate swap contracts 2 21
Liabilities

Long-term debt $8.895 $8.862 $1.862 $1,859
Foreign exchange contracts ki - 27 55 55
Interest rate swap contracts 11 t 7. 7

Considerable judgment is required in intarpreting market data to
develop estimates of fair value. Estimates presented herein are
not necessarily indicative of the amounts that we could realize in
a current market exchange due to changes in market rates since
the reporting date. '

Derivative Instruments and Hedging Activities

We develop, manufacture and sell medical devices globally and
our earnings and cash flows are exposed to market risk f(om
changes in currency exchange rates and interest rates. We
address these risks through a risk management program that
includes the use of derivative financial instruments. We operate
the program pursuant to documented corporate risk management
policies. We do not enter into derivative transactions for spec-
ulative purposes.

'
We estimate the‘ fair- value of derivative financial instruments
based on the amount that we would receive or pay to terminate
the agreements at the reporting date. We had currency derivative
instruments outsta:hding in the contract amounts of $3.413 billion
at Decernber 31, 2006 and $3.593 hillion at December 31, 20065.
In addition, we ha'gj interest rate swap contracts outstanding in
the notional amounts of $2.0 billion at December 31, 2006 and
$1.1 billion at December 31, 2005. The increase in the notional
amount of our mterest rate swaps is due to entering into
$2.0 billion of hedge contracts related to our $5.0 billion five-year
term loan during 20p6, offset by our termination of $1.1 bitlion in

hedge contracts related to certain of our existing senior notes.
1

Currency Transaction Hedging

We manage our curr'ency transaction exposures on a consolidated
basis to take advantage of offsetting transactions. We use foreign
currency denominated borrowings and currency forward contracis
to manage the majority of the remaining transaction exposure.
These currency forward contracts are not designated as cash
flow, fair value or 'net investment hedges under Statement
No. 133; are marked-io-market with changes in fair value
recorded to earnings;{ and are entered into for periods consistent
with currency transaction exposures, generally one to six months.
These derivative instriuments do not subject our earnings or cash
flows to material risk since gains and losses on these derivatives
generally offset losséfs and gains on the assets and liabilities
being hedged. Changes in currency exchange rates related to any
unhedged transactions may impact our earnings and cash flows.

M|

Currency Translation Hedging

We use currency forward and option contracts to reduce the risk
that our earnings anci cash flows, associated with forecasted
foreign currency denominated intercompany and third-party trans-
actions, will be affect:ed by currency exchange rate changes.
Changes in currency exchange rates related to any unhedged
transactions may impact our earnings and cash flows. The suc-
cess of the hedgmg program depends, in part, on forecasis of
transaction activity in various currencies {primarily Japanese yen,
Eure, British pound sterllng, Australian dollar and Canadian dollar).
We may experience ur:ianticipated currency exchange gains or
losses to the extent that there are timing or permanent differ-
ences beiween forecasted and actual activity during periods of
currency volatility. We record the effective portion of any change

"in the fair value of the dérivative instruments, designated as cash

flow hedges, in other c'lomprehensive income until the related
third-party transaction cccurs. Once the related third-party trans-
action occurs, we reclassify the effective portion of any related
gain or loss on the cash flow hedge from other comprehensive
income to earnings. In the event the hedged forecasted
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transaction does not oceur, or it becomes probable that it will not
occur, we wouid reclassify the effective portion of any gain or
loss on the related cash|flow hedge from ‘other cemprehenswe
income to earnings at that time. C;ams and losses from hedge
ingffectiveness were immaterial «in 2006 2005 and 2004. We
recognized a net gain of, $38 million during 2006, a net loss of
$12 rnillion during 2005, and a net loss of $51 miliion durlng 2004
on hedge contracts that matured in acccrdance with our currency
translation risk managetl'nent program! All cash flow hedges
outstanding at December| 31, 2006 mature within the subsequent
36-month period. As of December 31,{2006, $28 mllllon of net
unrealized gains are recorded in accumulated other compre-
hensive income, net of tax, to reCognizle the effective portion of

" - . i - .
the fair value of any derivative instruments that are, or previously

were, designated as foreign cunency ‘cash flow hedges .as
compared to $67 million of net unreallzed gains at December 31
2005. At- December 31, 2006, there are $22 millicn of net gains,
net of tax, ‘which we may reclassify to earnings within the next
twelve months to mitigate fereign:exchange risk.

Interest Rate Hedging

We use interest rate derivativé instruments to manage our
exposure to interest rate movements and to reduce borrowing
costs by convertmg fleanng -rate debt rnto fixed-rate debt or fixed-
rate debt into floating-rate debt We de5|gnate these derlvetwe
instruments as either fair, value or cash flow hedges under State-
ment No. 133, We record changes in the fair value of fair value
hedges in other income and expensé, which is offset by changes
in the fair vaiue of the hedged debt obligation to the extent the
hedge is effective. Interest expense includes interest payments
made or received under interest fate derivative instruments. We
record the effective portion of any change in the fair value of cash
flow hedges as other’ comprehen'awe income, net of tax, and
reclassify the gains or losses 1o interest expense during the
hedged interest payment penod

2

Prior to 2006, we entered into flxed to-f loating mterest rate swaps
indexed to six-month L!BOR to heidge agarnst potentnal changes
in the fair value of certain of éur senlor notes. We designated
these interest rate swapls as fair ivalue|hedges under Statement
Ne. 133 with changes in fair valué recorded 1o earnings offset by
changes in the fair velue of our hedged senior notes. We termi-
nated these hedges during 2006 and realized a net loss .of
$14 millon, which we recorded to the carrying amount of certain
of our senior notes, As of December 31, 2008, the carrying
amount of certain of our senlor notes included $4 million of
unamortized gains and $16 million of unamortized losses. As of
December 31, 2005, the|carrying 1amouint of certain of our senior
notes included $21 million of unrealized gains that we recorded as

other long-term assets and $7 million of unrealized losses
recorded-as otherlong-term liabilities to recognize the fair value of
the interest rate swaps. peoc R

Durlng 2006 and 2005 we entered into flcatlng -to- flxed treasun/
locks to hedge agamst potentlal changes in future cash flows of
certain senior note issuances. The objective of these hedges was
to protect against variability of interest payments on the fore-
casted senior notes issuance. We designated these agreements
as cash flow hedges under Statement No. 133. Upon termination
of the treasury locks, we realized net gains of $21 million during
2006. We recorded approximately $11 million, net of tax, as other
comprehensive income during 2006, which we wili amortize into
earnings over the life of the hedged debt. During 2008, gains to
earnings for ineffectiveness were immaterial. At December 3t,
20086, we recorded $12 million of unamortized gain, net of tax,
Felated to these tréasury locks. Amounts recorded in 2005 asso-
ciated with treasury locks were immaterial.

During the year ended December 31, 2006, we entered into
fl_oating-toffixed' interest rate swaps. indexed to three-month
LIBOR tc hedge against variability in interest payments on
$2.0 billion of our $5.0 billion five-year term loah. Three-month
LIBOR approximated 5.36 percent at December 31, 2006. We
designated these interest rate swaps as cash flow hedges under
Statement No. 133 and, as such, we recorded the unrealized
game or-losses as other comprehensive income, net of tax, until
the hedged cash flow takes place. At December 31, 2008, we
récorded a loss of $7 million, net of tax, in other comprehensive
lincerne to recognize the fair value of these swaps. '

i

We recognized $2 million of net interest expense reductions
related to interest rate derivative contracts in 2006 as compared
to $9 million in 2005 and $186 million in 2004.

Note H - Leases _
Rent expense amounted to $80 rnitlion in 2006, $63 miilion in
2005, and $50 million in 2004. -

Future minimum rental commitments at December 31,
under noncancelable operating lease agreements are as follows:

{in millions)
2007 $ 6
2008 47
2008 A 2
2010 _ 11
201 "5
Thereafter . 36
] ‘ ' ' 184

2006

— 5] —
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In 2005, we entered a lease agreement with an entity affiliated
with a co-chief executive officer of our Neuromodulation divi-
sion to construct a new manufacturing facility for that business.
We were reimbursed for the first $12 million in construction costs
and are responsible for all additional costs to complete and pre-
pare the facility for occupancy. We estimate costs to complete
the project to be approximétely $45 million. Future lease pay-
ments over the ‘rernaining 14-year lease term are approximately
$35 million. In addition, we have the option to purchase the
facility after the tirst lease year.

Qur obligations under noncancelable capital leases were immate-
rial as of December 31, 2006 and December 31, 2005.

Note I - Income Taxes .

Income before income taxes consists of the following:

{in miflions) 2006 2005 2004
Domestic $(4,535) $ (126) $ 353
Foreign 1,800 1,017 1,141

) 5(3535) | S 891 $1,494

The related provision for income taxes consists of the following: -

{in millions) 2006 2005 2004
Current ’
Federal 3251 $136 $233
State . 53 kY 20
Foreign . 158 86 149
‘ $462 | sm9 | sam2
Defarred
Federal ${421) $(25) $73
State (24} ml1- 4

Foreign 25 30 147)
) {420} 4 30
$ 2 $263 $432

The reconciliation of income taxes at the federal statutory rate 1o
the actual provision for income taxes is as follows:

2006 2005 2004

U.S. federaf statutory income tax rate 35.00%| 35.0% 35.0%
State income taxes, net of federal benefit 0.5% 3.0% 1.1%
Effect of foreign taxes . o BN%[ (3191%| (124%
Non-deductible acquisition expenses 40.8% 9% 1.5%
Research credit {0.61% (1.61% (1.4)%
Valuatian allowance 22% 0.7)1% [0.6%
Tax liability release on unremitted earnings (3.81%
Legal settlement 10.2% 1.8%
Extraardinary dividend from subsidiaries {0.7)% 41%
Sale of intangible assets 3.3% 5.9%
Other, net . (0.1)% 0.4% {0.2)%

' 1.2% 29.5% 28.9%

i
|
!
_ Significant components of our deferred tax assets and liabifities at
" December 31 are as follc}ws:

{in milticns) |- 2006 2005

- Deferred tax assets )

- “Inventory costs, intercompany profit and related reserves $ 4 § 142

. Tax benefit of net operating loss, capital loss and tax credits 188 154

+ Reserves and accruals \ o 125
Restructuring and acquisition-related charges, including

purchased research and development 108 |- 144
Litigation and product liability reservas 114
Investment write-down i 78
Stock-based compensation expense 57
Other ) ) 5 53

1 | 1082 | 618

": Less: valuation allowance on deferred tax assets | 97 17

. ~ | s 985 | $6ot

Deferred tax fiabilities : '

. Property, plant and equipment * ) § 76 | $ 10
Intangible assets A 3,083 453
Unremitted earnings of suhsidia'ries 133
Litigation settlement ; ) o 24

+ Unrealized gains on avai!able-fulr-sale securities 10 T 14
Unrealized gains on derivative financial instruments B 39

’ Other ' 4 38

! s 318 | m

- ‘ $2201) | sino)

" At December 31, 20086, v}ve had U.5. tax net operating loss, capital
"loss and tax credit carryforwards, the tax effect of which was
$88 million. In addition, \:rve had foreign tax net operating loss and
capital loss carryforwe;lrds, the tax effect of which was
$100 million. These carryforwards will expire periodically begin-
~ning in 2007. We established a valuation allowance of $97 million
“against these carryforv{fards due to our determination, after
. consideration of all evide:nce, both positive and negative, that it is
more likely than not that the carryforwards will not be realized,
' The increase in the valuation allowance from 2005 to 2006 is
- attributable primarily totforeign net operating losses generated

during the year. ‘

' The income tax impact of the unrealized gain or loss component
 of other comprehensive income was a benefit of $27 million in
2006, a provision of $82 million in 2005 and a benefit of
 $30 million in 2004, :

'We do not provide incorme taxes on unremitted earnings of our
' foreign subsidiaries where we have indefinitely reinvested such
" earnings in our foreign operations. It is not practical to estimate
- the amount of income taxes payabie on the earnings that are
- indefinitely reinvested ih:'foreign coperations. Unremitted earnings
. of our foreign subsidiaries that we have indefinitely reinvested

|
'

I

|
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offshore are $7.186 -l;aillion' at
$2.106 billion at December 31, 2005.

December 31, 2006 and

As of December 31, '2605 we had recorded a $133 million
deferred tax liability for {unremitted earnings of certam forelgn
subsidiaries that we had anticipated repatnatlng in the foresee-
able future. During 2006| we made a 5|gn|f|cant acquisition that,
when comblned with certain changes in business conditions
subsequent to the acquisition, reeulted in a reevaluation of this
Ilablllty We have determined that we|will not repatriate these
earnings in the fereseeable future and, instead, wilt indefinitely
reinvest these earnlngs |n forelgn opelrations in order to repay
debt obligations assocuated with the acquisition. As a result, we
reversed the deferred tax hablhty and reduced
expense by $133 million i in 2008.

income tax

During the first.quarter 0|f 2005, we repatriated $1.046 billion in
extraordinary dividends, as defined in th‘e American Jobs Creation
Act, from our non-U.S. dperations. The| American Jobs Creation
Act, enacted in October 2004, created a temporary incentive for
U.S. corporations toc repatriate ' accumulated income earned
abroad by providing an 85 percent dividends-received deduction
for certain dividends frorrlt controlled foreign operations. In 2005,
we repatriated earnings of non-U.S. subsidiaries for which we had
previously accrued tax liabilities. The resulting tax liabilities. asso-
ciated with this repatriation were $127 million.

Note J - Commitments
and Contmgenc1es

The medical device market in which we prlmanly participate is in .

large part technology dnven F’hysu,lan customers, partlcularly |n
mterventlonal cardiclogy, |[move quickly to new products and new
technologies. As a result, intellectual property rights, particularly
patents and trade secrets, play a significant role in product devel-
opment and d:fferentlatlon However, intellectual property
litigation to defend or create market advantage is irherently
complex and unpredictable. Furthermore, appellate courts fre-
quently overturn lower court patent decisions,

In addition, competing parties frequently file multiple suits to
leverage patent portfollos across product |II'lES technologies and
geographles and to balance risk and exposure between the par-
ties. In some cases, several competitors are partles in the same
proceeding, or in a series of related proceedlngs or litigate

multiple features of a single class of dewces These forces fre-

quently drive settlerment not only of individual cases, but also of a
series of pending and pqtentially l'elated and unrelated cases. In
addition, aithough monétary and injunctive relief is typically
sought, remedies and restitution are generally not determined

until the conclusion of the proceedings and are frequently modi-
fied on appeal. Accordingly, the cutcomes of individual cases are
difficult to time, predict or quantify and are often dependent upon
the outcomes of other cases in other geographies.

Several third parties have asserted that our current and former
stent systems infringe patents owned or licensed by them: We
have similarly asserted that stent systems or other products sold
by these companies infringe patents owned or licensed by us.
Adverse-outcomes.in one or more of the proceedings ‘against us
could limit our ability to sell certain stent products in certain juris-
dictions, or reduce our operating margin on the sale of these
products.

We are substantially self-insured with respect-to,general, product
liability and securities claims. In the normal course of busine'ss,
product liability and securities claims are asserted against us. In
connection with the acquisition of Guidant, the number of product
liability . claims and other legal proceedings filed against us,
including private securities litigation and shareholder derivative
suits, significantly increased. Product fiability and securities claims
against us may be asserted in the future related to events not
known to management at the present time. The absence of sig-
nificant third-party insurance coverage increases our potential
exposure to unanticipated claims or adverse decisions. Product
liability claims, product recalls,. securities litigation and other liti-
gation in the future, regardless of their outcome, could have a
material adverse effect on our financial position, results of oper-
ations or liquidity.

Our accrual for legal matters that are probable and estimable was
$485 million at® December 31, 2006 and $35 million at
December 31, 2005. Thé amounts accrued at December 31, 2006
represent primarily accrued legal defense costs related to
assumed Guidant litigation and product liability claims recorded as
part of the purchase price. In connection with the acquisition of
Guidant, -we are still -assessing certain assumed- litigation and
product liability claims to determine the amounts that manage-
ment believes will be paid as a result of such claims and litigation
and, therefore; additional losses may be accrued in the future.
See Note A—Significant Accounting Policies for- further dis-
cussion on our policy for accounting for legal, product liability and
security claims.

In management's opinien, we are not currently involved in any
legal proceedings other than those specifically identified below,
which, individually or in the aggregate, couid have a material
effect onlour financial condition, operations and/or cash flows.
Uniess included in our accrual as of December 31, 2006 or

|
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otherwise indicated below, a range of loss associated with any
individual material legal proceeding can not be estimated.

In connection with Abbott's acquisition of Guidant's vascular
intervention and endovascular solutions businesses, it assumed
all liabilities of Guidant and its affiliates to the extent relating to
these businesses and agreed to indemnify Guidant and its affiti-
ates from any losses arising out of or relating to the businesses
and the assumed liabilities. As a result, certain legal proceedings
related to the businesses to which Guidant andfor its affiliates are
a party have been assumed by and are the responsibility of
Abbott. These proceedings are not expected tc have a material
impact on us and are not described herein.

Litigation with Johnson & Johnson '

On Qctober 22, 1997, Cordis 'Corporation, a subsidiary of
Johnson & Johnsen, filed a suit for patent infringement against us
and SCIMED Life Systems, Inc., our whally owned subsidiary,
alleging that the importation and use of the NIR® stent infringes
two patents owned by Cordis. On Aprit 13, 1998, Cordis filed a
suit for patent infringement against us and SCIMED alleging that
our NIR® stent infringes two additional patents owned by Cardis.
The suits were filed in the U.S. District Court for the District of
Delaware seeking monetary damages, injunctive relief and that
the patents be adjudged valid, enforceable and infringed. A trial
on both actions was held in late 2000. A jury found-that the NIR®
stent does not infringe three Cordis patents, but does infringe
one claim of one Cordis patent and awarded damages of approx-
imately $324 miilion to Cordis. On March 28, 2002, the Court set
aside the damage award, but upheld the remainder of the verdict,
and held that two of the four patents had been obtained through
inequitable conduct in the U.S. Patent and Trademark Office: On
May 27, 2005, Cordis filed an appeal on those two patents and an
appeal hearing was held on May 3, 2006. The Court of Appeals
remanded the case.back to the trial court for further briefing and
fact-finding by the Court. On May 16, 2002, the Court also set
aside the verdict of infringement, requiring a new trial. On
March 24, 2005, in a second trial, a jury found that a single claim
of the Cordis patent was valid and infringed. The jury determined
liability only; any monetary damages will be determined at a later
trial. On March 27, 2006, the judge entered judgment in favor of
Cordis, and on April 26, 2008, we filed an appeatl. A hearing on the
appeal has not yet been scheduled. Even though it is reasonably
possible that the we may incur a liahility assoeiaied with this
tase, we do not believe that & loss is probable or estimable.
Therefore, we have not eccrued for any losses associated with
this case.

' On April 2, 1997, Ethicon and other Johnson & Jchnson sub-
‘sidiaries filed a cross-border proceeding in The Netherlands
’ alleging that the NIR® s_tent infringes a European patent licensed

the Johnson & Johnson entities
refief (a preliminary

in this ac’tion
relief,

to Ethicon.

requested |nc|ud|ng prowsmnal

T injunction). In Qctober 1997, Johnson & Johnson's request for

provisional cross- border;rellef on the patent was denied’ by the
Dutch Court, on the ground that it is “very likely" that the NIR®

: stent will be found not to infringe the patent. Johnson & John-
;- son's appea1 of this deo|5|on was denied.

In January 1998,

. Johnson & Johnson arnended the claims of the patent and
. changed the action fror'n a cross-border case to a Dutch national

action. On June 23, 1999 the Dutch Court affirmed that there

~ Were no remaining mfnngement claims with respect to the patent

- and also asked the Dutch Patent Office for technical advice about

' the validity of the amended patent: In late 1399, Johnsor &

Johnson appealed this d;ecision. On March 11, 2004, the Court of
Appeals nuliified the DuFICh Court's June 23, 1999 decision and
the proceedings have' Ebeen returned - to the Dutch Court. In
accordance with its 19399 decision, the Dutch Court asked the

. Dutch Patent Office for! technical advice on the validity of the

amended patent. On Adgust 31, 2005, the Dutch Patent Office .
issued its technical advice that the amended patent was valid but
left-certain legal issuestfor the Dutch Court to resolve. At this

+ time, no further proceed?ngs have occurred in‘the Dutch Court.

|
On August 22, 1997, Johnson & Johnson filed a suit for patent

+ infringerent against Boston Scientific alleging that the sale of the

- NIR®  stent

mfnnges tcertaun Canadian patents cwned by

Johnson & Johnson, SU|t was filed in the federal court of Canada

" seeking a declaration of infringement, monetary damages and

injunctive relief. On December 2, 2004, the Court dismissed the
case, finding all petents to be mvalrd On December 8, 2004

- Johnson & Johnson appealed the Court's decision, and in May

2006, the Court” reinstated the patent. [n August 2006, we
appealed the Court's decision to the Supreme Court. On Jan-
uary 18, 2007, the Supieme Court denied review. A trial has not
yet been scheduled. P

On February 14, 2002, we and certaln of our subsidiaries, filed

;swt for patent mfnngement agalnst “Johnson & Johnson and
* Cordis alleging that certain balloon catheters and stent delivery

systems sold by Johnson & Johnson and Cordis infringe five U.S.
~patents owned by Boston Scientific. The complaint was filed in
*the U.S. District Court for the Northern District of California

seeking monstary and |njunct|ve relief. On Qctober 15, 2002,

* Cordis filed a countercla'im alleging that certain balioon catheters

and stent delivery systems sold by Boston Scientific infringe
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three U.S. patents owned by Cordis and seeking monetary and
injunctive relief, On December 6, 2002, we filed an amended

complaint alleging that t\‘NO additional patents owned by us are
lnfnnged by the Cordis products A t])ench trial on interfering
patent issues was held December 5 2005 and on Septernber 19,
2006, the Court found there 10 be no interference. Triai is sched-

uled to begin on October 9, 2007.

On March 28, 2002, we and Target Therapeutics; Inc., our wholly
owned subsidiary, filed suit for patent infringement against-Cordis
alleging that certain detachable .coil delivery systems and for
pushable coil vascular orI:cIusion systems (coil delivery systems)
infringe three U.S. paten‘ts, owned by or exclusively licensed to

Target. The complaint was filed in the U.S. District Court for the

Northern District of California seeking; monetary and"injunctive
relief. In 2004, the Court ‘granted summary judgement in our favor
finding infringement of one of the patents On November 14,
2005, the Court denied Cordls summary judgment motlons with
respect to the validity of the patent. Cordis filed a motlon for
reconsrderatloln and a hearing was held'on October 26, 2006, The
Court ruled on Cordis’ motion for reconsrderatron by modifying its
claim construction order On February 9, 2007, Cordis filed a
motion for summary ]udgment of non-rnfrrngement with respect
to one of the patents and a hearing on Cordis’ motion is sched-

uled for March 22, 2007.'A trial has not yet been scheduled.

Cn January 13, 2003, Cordis filed suiit for patent 'infringement
‘against Boston Scientific‘and SCIMED eilleging that our Express?™
coronary stent infringes a U.S. patent owned by Cordis. The suit
was filed in the U.S. District Court for the District of Delaware
seeking monetary and iniunctive'relief We answered the com-
plaint, denying the allegatrons and filed a counterclaim alleging
that certarn Cordrs products mfrmqe a|patent owned by us. On
August 4, 2004, the Court granted a Cordis motion to add our
Liberté™ coronary stentl and two addmonal patents to the com-
plaint. On June 21, 2005, a jury tound that our TAXUS®
Express?™, Express?, Express™ Biliary, and Liberté stents infringe
a Johnson & Johnson pa;tent and that ttlte Liberté stent infringes a
second Johnson & Johnson patént. The juries only determined
liability; monetary damag‘es will-be detérmined at a later trial. We
filed a motion to set aside the verdict|and enter judgment in its
favor as a matter of law. On May 1)1, 2006, our motion was
denied. With respect to our counterclaim, a jury found on July 1,
2005, that Johnson & Johnson’s | Cypher® Bx Velocity®,
Bx Sonic™ and Genesrs stents |nfr|nge our patent. Johnson &
Johnson filed a motion to set aside the verdict and enter judg-
ment in its favor as a matter of law. o% May 11, 2008, the Court
denied Johnson & Johr{son‘s motion.) Johnson & Johnson has

moved for reconsideration of the Court’s decision. Even though it
is reasonably possible that we will incur a liability associated with
this case, we do not believe that a loss is probable or estimable.
Therefore, we have not accrued for any losses associated with
this case.

On March t3, 2003, we, and Boston Scientific Scimed, Inc., filed
suit for patent infringement against Johnson & Johnson and
Cordis, alleging that its Cypher drug-eluting stent infringe$ one of
our patents. The suit was filed in the U.S. District Court for the
District of Delaware seeking monetary and injunctive relief. Cordie
answered the complaint, denying the allegations, and filed a
counterclaim against us alleging that the patent is not valid and is
unenforceable. We subsequently filed amended and new com-
plaints in the U.S. District Court for the District of Delaware
alleging that the Cypher drug-eluting stent infringes four of our
additional patents (“Additional Patents”}. Following . the
announcement on February 23, 2004 by Guidant Corporation of
an agreement with Johnson & Johnson and Cordis 1o selt the

Cypher drug-sluting stent, we amended our complaint to include -

Guidant and certain of its subsidiaries as co-defendants as to
certain patents in suit. We may.replace Abbott for Guidant as a
party in the suit as a result of Abbott's purchase .of Guidant's
vascular interventions and endovascular seolutions businesses. In
March 2005, we filed a stipulated dismissal as to three of the four
Additional Patents. On July 1, 2005, a jury found that Johnson &
Johnson's Cypher drug-eluting stent infringes one of our patents
and upbheld the validity of the patent. The jury determined liability
only; any monetary damages will be determined at a later trial.
Johnson & Johnson filed a motion to set aside the verdict and
enter judgment in its favor as a matter of law. On June 15, 2006,
the Court denied Johnson & Johnson's motion. Johnson &
Johnson has moved for reconsideration of the Court 5 decasuon A
summary judgment hearrng as to the remaining patent was held
on June 14, 20086. A trial regarding infringement and validity of the
remaining patent has not yet been scheduled.

On December 24, 2003, we-({through our subsidiary Schneider
Europe GmbH) filed suit against the Belgian subsidiaries of
Johnson & Johnson, Cordis and Janssen Pharmaceutica alleging
that Cordis’ Bx Velocity stent, Bx Sonic® stent, Cypher stent,
Cypher Select stent,
infringe one of our European patents. The suit was filed in the
District Court of Brussels, Belgium seeking preliminary cross-
border, injunctive and monetary relief and sought an expedited
review of the claims by the Court. A separate suit was filed in the
District Court of Brussels, Belgium against nine additional
Johnson & Johneon subsidiaries. The Belgium Court linked all

Aqua T3™ balloon and U-Pass balloon
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Johnson & Johnson entities into a single action but dismissed the
case for failure to satisfy the requirements for expedited review
without commenting on the merits of the claims. On August 5,
2004, we refiled the suit on the merits against the same
Johnson & Johnson subsidiaries in the District Court of Brussels,
Belgium seeking cross-border, injunctive and monetary relief for
infringement of the same European patent. A hearing has not yet
been scheduled. In December 2005, the Johnson & Johnson
subsidiaries filed a nullity action in France and, in January 2006,
the same Johnson & Johnson subsidiaries filed nullity actions in
ftaly and Germany. We have filed a counterclaim infringement
action in Italy. ’

On May 12, 2004, we filed suit against two of Johnson & John-
son’s Dutch subsidiaries, alleging that Cordis’ Bx Velocity stent,
Bx Sonic stent, Cypher stent, Cypher Select stent, and Aqua T3
balloon delivery systems for those stents, and U-Pass angioplasty
balloon catheters infringe one of our European patents. The suit
was filed in the District Court of The Hague in The Netherlands
seeking injunctive and monetary relief. On June 8, 2005, the
Court found the Johnson & Johnscn products infringe our patent
and granted injunctive relief. On June 23, 2005, the District Court
in Assen. The Netherlands stayed enforcement of the injunction.
On October 12, 2005, a Dutch Court of Appeals overturned the
Assen court’s ruling and reinstated the injunction against the
manufacture, use and sale of the Cordis products in The Nether-
lands. Damages for Cordis’ infringing acts in The Netherlands will
be determined at a later date. Cordis’ appeal of the validity and
infringement ruling by The Hague Court remains pending. A
hearing on this appeal was held on November 2, 2006 and a
decision is expected on March 15, 2007.

On September 27, 2004, our wholly owned subsidiary, Boston
Scientific Scimed, Inc., filed suit against 8 German subsidiary of
Johnson & Johnson alleging the Cypher 'drug-eluting stent
infringes one of our European patents. The suit was filed in
Mannheim, Germany seeking monetary and injunctive relief.
A hearing was held on April 1, 2005 and on July 15, 2005, the
Court indicated that it would appoint a technical expert. The
expert’s opinion was submitted to the Court on September 19,
2006. A final hearing has not yet been scheduled.

On Qctober 15, 2004, our wholly owned subsidiary, Boston
Scientific Scimed, Inc., filed suit against a German subsidiary of
Johnson & Johnsen alieging the Cypher drug-eluting stent
infringes one of our German utility models. The suit was filed in
Mannheim, Germany seeking monetary and injunctive relief. A
hearing was held on April 1, 2005 and on July 15, 2005, the Court
indicated that it would appoint a technical expert. The expert’s

opinion was submitted 'to the Court on September 19, 2006. A
final hearing has not yet been scheduled.

+
On December 30, 2004., our wholly owned subsidiary, Boston

" Scientific Scimed, Inc., filed suit against a German subsidiary of
“Jonhnson & Johnson alleging the Cypher drug-eluting stent

infringes one of our German utility models. The suit was filed in
Dusseldorf, Germany se:eking maonetary and injunctive relief. A
hearing was held on December 1, 2005. In January 20086, the
judge rendered a decisi(:)n of non-infringement. On January 29,
20086, Scimed appealed. the judge’s decision. On February 15,
2007, the Court decided:to appoint a technical expert. A hearing
date has not yet been scheduled.

On September 25, 200|6 Johnson & Johns'on filed a lawsuit
against us, Guidant and 'Abbott in the U.S. District Court for the
«Southern District of New. York. The complaint alleges that Guidant
breached certain prowspns of the amended merger agreement
between Johnson & Johnson and Guidant {Merger Agreement) as
well as the implied duty of good faith and fair dealing. The com-
plaint further alleges that we and Abbott tortiously interfered with
the Merger Agreement by inducing Guidant's breach. The com-
plaint seeks certain factual findings, damages in an amount no
,less than $5.5 bilion and attorneys’ fees and costs. We and
'Guidant filed a motion to:dismiss the complaint on November 15,
'2006. Johnson & Johnson filed its opbosition to the motion on
January 9, 2007, and defendants filed their reply on January 31,
2007. A hearing on the motion to dismiss was held on
February 28, 2007. The jhdge took the matter under advisement,
and stayed discovery peh'ding his decision on the motion.

On February 1, 2005, we and Angiotech Pharmaceutlcais Inc.
filed suit against Conor Medsystems Inc., a subsud:ary of
Johnson and Johnson, in The Hague, The Netherlands seeking a
.declaration that Conor's drug-eluting stent products infringe
patents owned by Angioltech and licensed to us. A hearing was
held on October 27, 2008, and a decision was rendered on Jan-
uary 17, 2007 in favor of Angiotech and us.

On May 4, 2006, we filed suit against Conor Medsystems Ireland
Ltd. alleging that its Cpstar@ paclitaxel-eluting coronary stent
system infringes our balicon catheter patent. The suit was filed in
Jreland seeking monetary:and injunctive relief. On May 24, 20086,
‘Conor responded, denying the allegations and filed a counterclaim
against us alleging that th? patent is not valid and is unenforceable.

On November 8, 2005, we and Scimed filed suit against Conor
alleging that certain of  Conor's stent and' drug-coated stent
products inifringe a paten} owned by us. The complaint was filed
in the U.S. District Court for the District of Delaware seeking
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monetary and injunctive| relief. On December 30, 2005, Conor
answered the complaint, [denying the allegations. Trial is expected
to begin on October 15, 2007.

Litigation with Medironic, Inc.
On March 1, 2006, Medtronrc Vascu1ar filed suit against us and
SCIMED alleging that olur balloon products infringe four U.S.
patents owned by Medironic'Vascularj The suit was filed in the
U.S. District Court for ithe Eastern [;)istrict of Texas seeking
monetary and injunctive [relief. On April 25, 2006, we answered
and filed a counterclaim seeking a jdeclaratory, judgment of
invalidity and non-infringement. Trial is scheduled to begin on
May 5, 2008. '

Litigation Relating to St. Jude Medical, Inc.

On February2 2004, Gurdant Guidant Sales Corp {GSQ), Cardiac
Pacemakers Inc. {CPI) a‘nd Mrrowskr Fz:amrly Veniures LLC filed a
declaratory judgment action m_the District Court for Delaware
against St. Jude Medncal and Pacese!tter Inc., a subsidiary of
St. Jude Medical, al1eg|ng that their Eplé HF, Atlas HF and Frontier
3x2 devices infringe a patent excluswely licensed to Giiidant.
Pursuant to a Settlement Agreement dated July 29, 20086
between us and St. Jude Medical, the parties have agreed to limit
the scope and available |rernedues of thls case. Trial is scheduled

tc begin on August 20, 2007

GSC, CP! and Mirowski ziare plaintiffs inla patent infringement sulit
originelly filed against IS'(. Jude Medical and its affilia_tes in
November 1996 in the District Court in'lndianapolis In July 2001,
a jury found that a patent Ircensed to CPl and expired in
December 2003, was valld but not |nfrrnged by certain of St. Jude
Medical's defibrillator p:roducts. In February 2002, the District
Court reversed the iury':‘a finding of validity. In August 2004, the
Federal Circuit Court of Appeals, among other things, reinstated
the jury verdict of validity and remanded the matter for a new trial
on infringement and darnages The case was sent back to the
District Court for further proceedings. |Pursuant to a Settlement
Agreement dated July 29 2006 between us and St. Jude Medi-
cal, the parties agreed to limit the scope and available remedies
of this case. Trial is scheéuled to begin on April 30, 2007.

ngatzon with Medz|nal Ltd.

On February 20, 2008, Medmol submitted a request for arbitration
against us, and our wholly owned subsidiaries Boston Scien-
tific Ltd. and Boston Scientific Scimedinc., under the Arbitration
Rules of the World Intel|ectual Property Organization pursuant to
a settlement agreement between Medrnol and us dated Sep-
tember 21, 2005. The request for arbltratlon alleges that the

Company's Liberté coronary stent system infringes two U.S.
patents and'one European patent owned by Medinol. Medinol is
seeking to have the patents declared valid and enforceable and a
reasonable royalty. The September 2005 settlement egreement
provides, among other things, that Medinol may only seek
reasonable royalties and is specifically precluded from seeking
injunctive relief. As a result, we do not expect the outcome of this
proceeding to have a material impact on the continued sale of the
Liberté™ stent system internationally or in the United States, the
continued sale of the TAXUS® Liberté™ stent system internation-
ally or the launch of the TAXUS® Liberté™ stent system in the
United States. We plan to defend against Medinol's claims vigo-
rously. The arbitration hearing is scheduled to begin on
September 17, 2007, '

On September 25, 2002, we filed suit against Medinol alleging
Medinol's:-NIRFiex™ and NIRFlex™ Royal products infringe a
patent owned by us. The suit was fited in the District Court of The
Hague, The Netherlands seeking cross-border, monetary and
injunctive relief. On September 10, 2003, the Dutch Court ruled
that the patent was invalid. We appealed the Court’s decision in
December 2003. A hearing on the appeal was held on August 17,
20086. On December 14, 20086, a decision was rendered upholdlng
the trial court ruling.

On February 26, 2007, Medinol filed a Vindication Action against
us in the German District Court of Munich, Germany. The com-
plaint alleges, and seeks a rulmg that Medinol be deemed the
owner of one of our patents covering coronary stent designs, We
are in the process of evaluating this matter,

Other Patent Litigation

On September 12, 2002, ev3 Inc. filed suit against The Regents
of the University of California and a subsidiary of ours in the Dis-
trict Court of The Hague, The Netherlands, seeking a declaration
that ev3's EDC Il and VDS embolic coil products do not infringe
three patents licensed to us from The Regents. On October 22,

2003, the Court ruled that the ev3 products infringe three patents

licensed to us. On December 18, 2003, ev3 appealed the Court’s
ruling. A hearing on the appeal has not yet been scheduled. A
damages hearing is scheduled for June 15, 2007.

On March 29, 2005, we and our wholly owned subsidiary, Boston
Scientific Scimed, Inc., filed suit against ev3 for patent infringé-
ment, alleging that ev3’'s SpideRX™ embolic protection device
infringes four U.S. patents owned by us. The complaint was filed
in the U.S. District Court for the District of Minnesota seeking
monetary and injunctive relief. On May 9, 2005, ev3 answered
the complaint, denying the allegations, and filed a ¢ounterclaim
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seeking a declaratory judgment of invalidity and unenforceability,
and noninfringement of our patents in the suit. On October 28,
2005, ev3 filed its first amended answer and counterclaim
afleging that certain of our embolic protection devices infringe a
patent owned by ev3. On June 20, 2006, we filed an amended
complaint adding a claim of trade secret misappropriation and
claiming infringement of two additional U.S. patents owned by us,
On June 30, 2006, ev3 filed an amended answer-and counter-
claim alleging infringement of two additional U.S. patents owned
by ev3. A trial has not yet been scheduted.

On December 16, 2003, The Regents of the University of Cal-
ifornia filed suit against Micro THerapeutics, Inc., a subsidiary of
ev3, and Dendron GmbH alleging that Micro Therapeutics’ Sap-
phire™ detachable coit delivery systems infringe twelve patents
licensed to us and owned by The Regents. The complaint was
filed in the U.S. District Court for the Northern District of Cal-
ifornia seeking monetary and injunctive relief. On January 8, 2004,
Micro Therapeutics and Dendron filed a third-party complaint to
include us and Target as third-party defendants seeking a declara-
tory judgment of invalidity and noninfringement with respect to
the patents and antitrust violations. On February 17, 2004, we, as
a third-party defendant, filed a motion to dismiss us from the
case. On July 9, 2004, the Court granted our motion in part and
dismissed us and Target from the claims relating only to patent
infringement, while denying dismissal of an antitrust claim. On
April 7, 2006, the Court denied Micro Therapeutics’” motion
seeking unenforceabitity of The Regerits’ patent and denied The
Regents’ cross-motion for summary judgment of unenforceability.
A trial has been scheduled far June 5, 2007.

On September 27, 2004, we and a subsidiary filed suit for patent
infringement against Micrus Corporation alleging that certain
detachable embolic coil devices infringe two U.S. patents
exclusively licensed to the subsidiary. The complaint was filed in
the U.S. District Court for the Northern District' of California

~ seeking monetary and injunctive relief. On Novernber 16, 2004,

Micrus answered and filed counterclaims seeking a declaration of
invalidity, unenforceability and noninfringement and included
altegations of infringement againsi us relating to three U.S. pat-
ents owned by Micrus, and antitrust violations. On January 10,
2005, we filed a motion 1o dismiss certain of Micrus’ counter-
claims, and on February 23, 2005, the Court granted a request to
stay the proceedings pending a reexamination of our patents by
the U.S. Patent and Trademark Office. On February 23, 2006, the
stay was lifted. Subsequently, Micrus provided a covenant not to
sue us with respect to one of the Micrus patents. A trial date has
not yet been set.

On November 26, -2005, we and Angiotech filed 'suit against

"Occam International, BY in The Hague, The Netherlands seeking a

preliminary injunction against Occam’s -drug-eluting stent prod-

-ucts based on infringement of patents owned by Angiotech and

licensed to us. A hearin:g was held January 13, 2006, and on
January 27, 2008, the Court denied our request for a preliminary
injunction. We and Angiotech have appealed the Court's decision,
and the parties plan to éursue normal infringement proceedings
against Occam in The Netherlands.

On April 4, 2005, we and Angiotech filed suit against Sahajanand
Medical Technologies Pvt. Ltd. in The Hague, The Netherlands
seeking a declaration that Sahajanand's drug-eluting stent prod-

“ucts infringe patents owned by Angiotech and licensed to us. On

May 3, 2006, the Court found that the asserted claims were
infringed and valid, and: provided for injunctive and monetary
relief. On July 13, 2006) Sahajanand appealed the Court's deci-
sion. A hearing on the appeal has not been scheduled.

On May 19, 2005, G. David Jang, M.D. filed suit against us
alleging breach of contract relating to certain patent rights
assigned to our covering stent technology. The suit was filed in
the U.S. District Court,i Central District of California seeking
monetary damages and rescission of the contract. On June 24,
2005, we answered, denying the allegations, and filed a counter-

_claim. After a Markman ruling relating to the Jang patent rights,
-Dr, Jang stipulated to the dismissal of certain claims alieged in

the complaint with a right to appeal. In February 2007, the parties
agreed 1o settle the othef claims of the case.

On December 16, 2005, Bruce N. Saffran, M.D., Ph.D. filed suit
against us alleging that our TAXUS® Express coronary stent
system infringes. a patent owned by Dr. Saffran.. The suit was
fited in the U.S. District Court for the Eastern District of Texas and
seeks monetary and injdnctive relief. On February 8, 2006, we

filed an answer, denying;the allegations of the complaint. Trial is
:expected to begin on January 3, 2008.

|
Other Proceedings

On January 10, 2002 and January 15, 2002, Alan Schuster and

‘Antoinette Loeffler, respectively, putatively initiated shareholder

derivative lawsuits for andlon our behalf in the U.S. District Court for
the Southern District of iNew York against the Company’s then
current directors and usas nominal defendant. Both complaints
allege, among other thingé,-that with regard to our relationship with
Medinol, the defendants breached their fiduciary duties to us and

. f . i
-our shareholders in cur management and affairs, and in the use and

preservation of our assets! The suits seek a declaration of the direc-
I .

tors’ alleged breach, damages sustained by us as a result of the
|
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alleged breach and menetary and ‘i‘njunctive relief. On October 18,
2002, the plaintiffs filed a consolidated amended complaint naming
two senior officials as defendants and us as nominal defendant. The
action was stayed in Febrdaw 2003‘pendllng resolution of a:separate
lawsuit brought by Medinol against us. /Iﬂtfter the resolution of the
Medinol lawsuit, plaintiffs, on May 1, 2008, were permitted to file an
amended complaint to -suppleme_nt the aliegations in the prior
consolidated. amended compraint, based mainly on events that
occurred subsequent to the parties’ agreement to stay.the .action,
The defendants filed a motion to dismiss the amended complaint on
or about June 30, 2006. The motion was denied without prejudice at
a hearing on October 20 2006, and thl'e Court ordered that the
amended complaint be deemed a demand 4or our Board-of Direc-
tors to consider taking action in connectlon with the allegations of
the amended compfaint! The Court sitayed the litigation until
March 9, 2007. .

_ On September 8, 2005, the Laborers Loca! 100 and’ 397 PenS|on
Fund initiated a putative shareholder denvatlve lawsliit for and on
behalf of Boston Scientific in the Commonwealth of Massachu-
setts Superior Court Department for Middlesex County against
our directors, certain ot our current and former officers and
Boston Scientific as nominal defendant: The complaint alleged,
among other things, that with regard. to-certain matters of regu-
latory compliance, the defendants breachad their fiduciary duties
to Boston Scientific and its shareholders in the management and
affairs of our business and in the use and preservation of our
assets. The complaint also atleged that|as a result cf the alleged

misconduct and the purported faillure.to| publicly. disclose materiak

informatien, - certain directors and- officers sold, our stock at
inflated prices in- violation of their fiduciary duties and. were
unjustly enriched. The suits sought a declaration of the directors’
and officers’ alleged breaches, unspecified damages sustained by
us as a result of the alleged breaches and other unspecified
equitable and injunctive relief. On September 15, 2005, Benjamin
Roussey also initiated a putative shareholder derivative lawsuit in
the same Court alieging| similar misconguct and seeking similar
relief. Following consolidation of the cases, the defendants filed a
motion 1o dismiss_the‘consolidated derivative complaint. Our
motion to dismiss was granted without leave to amend on
September 11, 2008. On September 21' 20(56 plaintiff Laborers
Local 100 and 397 ‘Pension Fund filed a motlon to alter or amend
Judgment and for leave tb fite an amended compialnt which was
denied on October 19, 2006 On February 17, 2007, the Board of
Directors received two letters from the Laborers Local 100 and
397 Pension Fund dema‘ndmg that the Board of Directors inves-
tigate and commence action agatnst the defendants named in the
criginal cornplamt in connection w1th the matters alleged in the

i
¥

original complaint. The second letter made a demand for an
inspection of certain bocks and records for the purpose of, among
other things, the investigation of possible.breaches-of fiduciary
duty, misappropriaticn of information, abuse of control, gross
mismanagement, waste of corporate assets and unjust enrich-
ment. The Board of Directors and the Company are considering
what actions should be taken in response to the letters.-

On September 23 2005 Srinivasan Shankar, on behalf of himself

and all others 5|m|lar|y situated, filed a purported securities class

action suit in the U.S. District Court for the District of Massachu-
setts on behalf of those who purchased or otherwise acqunred our
securities during the period March 317, 2003 through August 23,
2005, alleging that we and certain of our officers violated certain
sections of the Securities Exchange Act of 1934. On Sep~
tember 28, 2005, Octaber 27, 2005, November 2, “2005 and
November 3, 2005, Jack Yopp, Robert L. Garber, Betty C Meyer
and John Ryan, respectlvely on behalf of themselves and all
others similarly situated, filed additional purported securities class
action suits in the same Court on behalf of the same purported
class. On February.15, 2006, the Court ordered that the five class
actions be consolidated and appointed the Mississippi Public
Employee Retirement System Group as lead plaintiff. A con-
solidated amended complaint was filed on- April 17, 2006. The
consolidated amended complaint alleges that we made material
misstatements and omissions by failing to disclose the supposed
merit of the Medirol litigation and DOJ investigation relating to
the 1998 NIR ON® Ranger with Sox stent recall, problems with
the TAXUS® drug-eluting coronary -stent sysiems that led to

product recal's, and our ability to -satisfy- FDA régulations

~concerning medical device guality. The consolidated amended

complaint seeks unspecified damages, interest, and attorneys’
fees. The defendants filed a mot}on to dismiss the consolidated
amended complalnt on June 8 2006, A heanng on the moticn
was held on January 30, 2007

On January 19, 2006, George Larson, on behalf of himself and all

" others similarly situated, filed a purported class action complaint

in the U.S. District Court for the District of Massachusetts on
behalf of participants and beneficiaries of our 401{k) Retirement
Savings Plan (401(k) Plan) and GESOP ({together the Plans)
alieging that we and certain of our. officers and employees vio-
fated certain provisions under.the Employee Retirement Income
Security Act of 1974, as amended (ERISA) and Depariment of
Labor - Regulations.. On January 26, 2006, February 8, 2006,
February 14,.2006, February 23, 2006 and March 3, 2006, Robert
Hochstadt, Jeff Klunke, Kirk Harvey, Michael Lowe and Douglas
Fletcher, respectively, on behalf of themselves and others sim-
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ilarly situated, filed purported class action complaints in the same
Court on behalf of the participants and beneficiaries in our Plans
alleging similar misconduct and seeking similar relief as in the
Larson lawsuit. On April 3, 2006, the Court issued an order con-
solidating the actions and appointing Jeffrey Klunke and Michael
Lowe as interim tead plaintiffs. On August 23, 2008, plaintiffs filed
a consolidated complaint that purports ta bring a class action on
behalf of all participants and beneficiaries of our 401(k) Plan
during the period May 7, 2004 through tanuary 26, 2006 alleging
that we, our 401(k) Administrative and Investment Committee
{the Committee), members of the Committee, and certain direc-
tors viglated certain provisions of ERISA. The complaint alleges,
among other things, that the defendants breached their fiduciary
duties to the 401(k} Plan's participants. The con"aplaint seeks
equitable .and monetary relief. Defendants filed a motion to dis-
miss on October 10, 2006. Plaintiffs filed their opposition
memorandum on December ?5 2006, and defendants filed their
reply on January 16, 2007. A hearmg has not yet been scheduled.

On January 26, 20086, Donald Wright filed a purported class action
complaint in the U.S. District Court for the District of Minnesota
against us and Guidant on behalf of himself and all other senior
citizens and handicapped persons simifarly situated seeking a
permanent injunction to prohibit us from completing its acquis-
ition of Guidant, aleging violations of the Minnesota Fraudulent
Transfers Act and Consumer Fraud Act. The complaint seeks
restitution on behalf of those persons who suffered injury related
to Guidant's cardiac pacemakers andfor defibrillators. The com-
plaint also seeks monetary damages and injunctive refief.
Mr. Wright filed an amended complaint on February 21, 20086,
dropping his claim for monetary darmages.

We are a defendant in two lawsuits involving the TAXUS Express?
paclitaxel-eluting coronary stent system in which the plaintiffs are
seeking class certification. On MNovember 16, 2006, Michael
Seaburn and Beatriz Seaburn filed suit in the U.S. District Court
for the Southern District of Fiorida on behalf of themselves and a
purported class of plaintiffs resident in the United States. On
January 23, 2007, Ronald E. and Tammy Coterill filed suit in the
U.S. District Court for the District of Idaho on behalf of them-
selves and a-purported class of plaintiffs resident in the state of
Idaho or any contiguous state. Both complaints seek certification
of class status and also seek compensatery damages for personal
injury, restitution of the purchase price, disgorgement of our
profits associated with the sale of TAXUS stent systems, and, in
the Idaho case, injunctive relief in the form of medical monitoring,
We have answered both complaints and intend to vigorously
defend against each of their altegations.

; |
" On June 12, 2003, Guidant announced that its subsidiary, Endo-
Vascular Technologres Inc. {EVT), had entered into a plea
agreement with the U.S. Department of Justice relating to a
" previously disclosed investigation regardihg the ANCURE
;ENDOGHAFT System :for the treatment of abdominal aortic
_aneurysms. At the time :of the EVT plea, Guidant had outstanding
, fourteen suits alleging ‘product lighility related causes of action
relating to the ANCURE System. Subsequent to the EVT plea,
» Guidant was natified of. additional claims and served with addi-
, tional complaints. From time to time, Guidant has settled certain
of the individual (:faims.‘E and suits for amounts that were not
, material to Guidant. Currently, Guidant has approximately 18 suits
* putstanding, and morei:suits may be filed. Additionally, Guidant
- has been notified of over 150 unfiled claims that are pending. The
- cases generally allege tr:re plaintiffs suffered injuries, and in cer-
! tain cases died, as a result of purported defects in the device or
; the accompanylng warn!mgs and labeling. The complaints seek

' damages, mcludmg punitive damages.
i b
- While insurance may reduce Guidant’s exposure with respect to

ANCURE claims, one :ef Guidant's carriers, Allianz Insurance
Company (Allianz), filed. suit in the Circuit Court, State of illinois,
- County of DuPage, seeking to rescind or otherwise deny
coverage and alleging fraud. Additional carriers have intervened in
- the case and Guidant affiliates, including EVT, are alsc named as
i defendants. Guidart and its affiliates also have initiated suit
agalnst certain of its carriers, including Allianz, in the Superior
; Court, State of Indiana, lCounty of Marion, in order tc preserve
' Guidant's rights to coverage‘ The lawsuits are virtually identical
»and proceeding in both’,state courts. A trial has not yet been
‘scheduled in the Hlinois case. A trial is expected to begin in late
1 2007 or early 2008 in the; Indiana case.

Shareholder derivative sults relating to the ANCURE System are
c:urrentlv pending in the! Southern District of Indiana and in the
Superior Court of the State of Indiana, County of Marion. The
|SUItS purportedly filed on behalf of Guidant, initially alleged that
+Guidant’'s directors breached their fiduciary duties by taking
.improper steps or falhng to take steps to prevent the ANCURE
-and EVT related matters described above. The complaints seek
“damages and other equEitabIe relief. The state court derivative

suits have been stayed in favor of the federal derivative action.
Guidant moved to dlsmrs!s the federal derivative action. The plain-
it in the federal denvatlve case filed an amended complaint in
:December 2005, addin:g allegations regarding defibrillator and
'pacemaker products and Guidant's proposed merger with
“Johnson & Johnson. On'January 23, 2006, Guidant and its direc-

‘tors moved to dismiss 'the amended complaint. On March 1,
- t
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|

2006, a second amendedicomplaint in the federal derivative case
was filed. On May 1, 2006 the defendatnts moved to dismiss the
second amended complalnt This mation remains pending.

In July 2005, a purported class action complaint was filed on
behalf of participants in Guudant s employee pension benefit plans.
This action was filed in the u.s. D|stnct Court for the Southern
District of Indiana agalnst'Gmdant and |t,]°, directors. The complaint
alleges breaches of fiduciary duty under the Employee Retirement
Income Security Act (ERI;SA), 29 U.S.C! § 1132. Specifically, the
complaint alleges that Guidant fiduciaries concealed adverse
information about Guidant's defibrilatorls and imprudently made
coritributions to Guidant’ s 401k} plan and employee stock owner-
ship plan in the form of Gwdant stock. The complaint seeks class
certification, declaratory and injunctive relief, monetary damages,
the imposition of a constructive trust, "Iand costs and attorneys’
fees. A second, similar complaint was filed and consolidated with
the initial complaint. A consolidated, amended complaint was filed
on February 8, 2006. Thei defendams rrioved to dismiss the con-
solidated complaint, andI on Septernber 15, 2006, the Court
dismissed the complaint for lack of jurisdiction. In October 20086,
the Piaintiffs appealed the Court’s deciéiOn to the United States
Court of Appeals for the Seventh Circluit. This appeal remains
pending. '

Approximately 75 product liability class action Iawsui{s and more
than 1,100 individual Iawlsuits are;a pending in various state and
federal jurisdictions agai‘nst Guidant eglleging personal injuries
associated with defibrillators or pacemakers invalved in the 2005
and 2006 product commumcatnons The majority of the cases in
the United States are pendlng in federal court but approximately
83 cases are currently pending in statejcourts. On November 7,
2005, the Judicial Panel|on Multi-Dist_riict Litigatfon established
MDL-1708 (MDL) in the United States District Court for the Dis-
trict of Minnesota and appomted a single judge to preside over all
the cases in the MDL. The MDL Court scheduled the first federal
court trial for July 18, 2007 An addmonal nine lawsuits are
pending in Canada. Of these nine suits in Canada, six are putative
class actions and three are indiviaual Iavéfsuits. On June 13, 20086,
the Minnesota Suprerme Court appointed a single judge 1o preside
over all Minnesota state| court lawsuits involving cases arising
from the recent product|communications. The first state court
trial has been scheduled in Minnesota for January 28, 2008.

In April 2008, the pefsonlal injury plaintilffs and certain third-party
payors served a Master Complaint in the MDL asserting claims
for class action certification, alleging claims of strict liability, negli-
gence, fraud, breach of \.;varranty and other commgen law and/for
statutory claims and seeking punitive damages. The majority of

claimants allege no physical injury, but are suing for medical
monitoring and anxiety. Pursuant to an agreement between the
parties, the cases originally scheduled to be tried in Texas state
court in September 2006 are no longer set for trial. Earlier this
year, the FDA's Office of Criminal Investigations has issued a
subpoena to the plaintiffs’ attorneys involved in this trial asking
plaintiffs' counsel to turn over documents they have received
from Guidant as part of the civil litigation discovery process. To
date, Guidant has alsc been informed of over 4,500 claims of
individuals that may or may not mature into filed suits.

Guidant has receivéd requests for information in the form of Civil
Investigative Demands (CID) from the attorneys general of
Arizona, California, Oregon, llincis, Vermont and Louisiana. These
attorneys general advise that approximately thirty other states
and the District of Columbia are cooperating in these CID
demands. The CIDs pertain to whether Guidant violated any
applicable state taws, primarily state consumer protection laws, in
connectio‘n with the sale and promotion of certain of its implant-
able defibrillators. cooperating with these
investigations.

Guidant s

On November 2, 2005, the Attorney General of the Sta.te of New
York filed a civil complaint ‘against Guidant puréuant to the New
York's Consumer Protection Law (N.Y. Executive Law § 63{12)). In
the complaint, the Attorney General alleges that Guidant con-
cealed from physicians and patients a design flaw in its PRIZM
1861 defibrilator from approximately February of 2002 until
May 23, 2005. The complaint further alleges that due to Guidant’s
concealment of this information, Guidant has engaged in repeated
and persistent fraudulent conduct in violation of N.Y. Executive
Law § 63{12). The Atiorney General is seeking permanent
injunctive relief, restitution for patients in whom a PRIZM 1861
defibrillator manufactured before April 2002 was implanted, dis-
gorgement of pro_fits, and all other proper relief, This case is
currently pending in the MDL in the United States District Court
for the District of Minnesota.

Approximately seventy former employees have filed charges
against Guidant with the U.S. Equal Employment Opportunity
Commission {EEQC). Most of the. charges were filed in the
Minneapolis Area Office. The charges allege that Guidant dis-
criminated against the former.employees on the basis of their age
when Guidant terminated their employment in August 2004 in
conjunction with Guidant’s reduction in force. In September 2006,
the EEOC found probable cause to support the allegations in the
charges pending before it. Separately, in Aprit 2006, approx-
imately sixty of these _former employees also sued Guidant in
federal district court for the District of Minnesota, alleging that
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Guidant discriminated against the former employees on the basis
of their age when Guidant terminated their employment in August
2004 in conjunction with a reduction in force. The parties each
filed summary judgment motions. Ali but one of the plaintiffs in
the federal court action signed a full and complete release of
claims that included any claim based on age discrimination,
shortly after their employments ended in 2004. The parties
conducted discovery in the fal! of 2006 regarding the issue of the
validity of those releases and have since filed cross motions for
summary judgment on this issue. A hearing on the summary
judgment motions was held on February 21, 2007, and a decision
has not yet been rendered.

Guidant is a defendant in two separate complaints in which plain-
tiffs allege a right of recovery under the Medicare secondary
payer {or MSP} private right of action, as well as related claims.
Plaintiffs claim as damages double the amount paid by Medicare
in connection with devices that were the subject of recent volun-
tary field actions. Both of these cases are now pending in the
MDL in the United States District Court for the District of Minne-
sota. We have moved to dismiss one of the suits and the plaintiff
filed an opposition to this maotion. A hearing on the motion is
expected io be scheduled early in the second quarter of 2007,
The Court has stayed the response time for the other action.,

Guidant or its affiliates are defendants in four separate actions
brought by private third-party providers of health benefits or
health insurance {TPPs). In these cases, plaintiffs allege various
theories of recovery, including derivative tort claims, subrogation,
viplation of consumer protection statutes and unjust enrichment,
for the cost of healthcare benefits they allegedly paid for in
connection with the devices that have been the subject of Gui-
dant’s voluntary field actions.

Two of these actions are pending in the multi-district litigation in
the federal district court in Minnesota {MDL) as part of a single
‘master complaint,” filed on April 24, 2008, which-also includes
other types of claims by other plaintiffs. The two named TPP
plaintiffs in the master complaint claim to represent a putative
nationwide class of TPPs. These two TPP plaintiffs had previousty
filed separate complaints against Guidant. Guidant has moved to
dismiss the MDL TPP claims in the master complaint for failure to
staie a claim. A hearing on the motion is expected to be sched-
uled before the end of the second quarter of 2007.

The other two TPP actions are pending in state court in
Minnesota', and are part of the coordinated state court 'proceeding
ordered by the Minnesota Supreme Court. The praéntiffs in one of
these cases are a number of Blue Cross & Blue Shield plans,

while the plaintiffs in the other case are a national health insurer

~and its affiliates. The complaints in these cases were served

cn Guidant on May 18 énd June 25, 2006, respectively. Guidant
has moved to dismiss both cases. Hearings on the motions have
not yet been scheduled.

* In January 2006, Guidanlt was served with a civil False Claims Act

qui tam lawsuit filed in the U.S. District Court for the Middle Dis-
trict of Tennessee in Séptember 2003 by Robert Fry, a former
employee alleged to have worked for Guidant from 1981 to 1997.
The civil iawsuit claims that Guidant violated federal law and the

" laws of the States of Tennessee, Florida and Califormia, by alleg-

_edly concealing limited ‘warranties related to some upgraded or
_ reptaced medical devices, thereby allegedly causing hospitals to
- allegedly file reimbursement claims with federal and state health-

care programs for amou"nts that did not reflect available warranty
credits. To date, none of these states have formally intervened in
this case. On April 25, 20086, the Court denied Guidant’s motion to
dismiss the complaint and ordered the plaintiff to file a second
amended complaint, On; May 4, 2006, the plaintiff filed a second
amended complaint. OniMay 24, 2008, Guidant moved to dismiss
that complaint, which w:as denied by the Court on September 13,
2006. On October 16, 2006, the United States filed a motion to
intervene in this action;, which was approved by the Court on
November 2, 2006. .

|
' The Securities and Exchange Commission -has begun a formal

inquiry into issues related to certain of Guidant's product disclosures
and trading in Guidant stock. Guidant is cooperating with the inquiry.

On November 3, 2005, a securittes class action complaint was
filed on behalf of Guidant shareholders in the U.S. District Court

- for the Southem District'of Indiana, against Guidant and several of

its officers. The complai:pt alleges that the defendants concealed
adverse information about Guidant's defibrillators and pace-
makers and sold stock 'P violation of federal securities laws. The
complaint seeks a declaration that the lawsuit can be maintained
as a class action, monetary damages, and injunctive relief. Several
additional, related secur‘itties class actions were filed in November
2005 and January 2006, and were consolidated with the initial
complaint filed on Nové;mber 3, 2005. The Court issued an order
consolidating the complaints and appointed the Iron Workers of
Western Pennsylvania 'E’ension Plan and David Fannon as lead
plaintifis. Lead plaintitfs filed a consolidated amended complaint.
In August 2006, the defendants moved to dismiss the complaint.

. A hearing has not yet been scheduled.
f

" In October 2005, Guidant received administrative subpoenas from

the U.5. Department of 'Justice U.S. Attorney’s offices in Boston

. and Minneapolis, issued under the Health Insurance Portability &
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Accountability Act of 1996. The subpoena from the U.S. Attor-
ney's office in Boston requests documents concerning marketing
practices for pacemakers, implantable cardioverter defibrillators,
leads and related products. The subpoena
U.S. Attorney’ s office in Minneapolis requests documents relating
to Guidant's VENTAK PRIZM 2 .and CONTAK RENEWAL and
CONTAK RENEWAL 2 devrces Gurdanit is cooperating in these
matters. ‘

from the

. i
'

Cn May 3, 2006, Emergency Care Research Institute (ECRI) filed
a complaint’ against Guidant in_the UIS. District Court for the
Eastern District of, Pennsylvania generally seeking a deciaration

that ECR1 may publish confidential pricing information aboutA

Gurdant 5 medical devices. The complaint seeks, on constitutional
and other grounds, a declaration that confidentiality clauses con-
tained in contracts betw‘een Guidant and its customers are not
binding and that ECRI does not tortiously interfere wrth Guidant's
contractual relations by obtaining and publishing Guidant pricing
information. Guidant's motion to transfer the matter to Minnesota
was denied and discovery is proceeding in the Eastern District of
Pennsylvania. A trial is expected to be scheduled in Iate 2007 or
early 2008

In February 2003, Boston Scientific completed its acquisition of
Inflow Dynamics, inc. p‘ursuant to an| Agreement and Plan of
Merger dated December 2, 2002, among Boston Scientific, Inflow
Dynamics the stockhoiders of Inflow Dynamics and Eckard Alt,
Donald Green and Jerry Griffin, acting in each case solely as
members of the Stockholder Fiepresentatlve Committee (the
‘Merger Agreement") On September 21, 20086, the Steckholder
Representative Committee made a demand for arbitration pur-
suant to the terms of the Merger Agreement seeking contingent
payments with respect to the sales of our Liberté™ stent system
and TAXUS Liberte stent system. A healring is scheduled before a
" panel of arbitrators on June 28 and 29, 2007.

On July 17, 20086, Carla Woods‘and Jeffrey Goldberg, as Trustees
of the Bionics Trust and Stockholders’ Representative, filed a
lawsuit against us in the|U.S. District Clourt for the Southern Dis-
trict of New York. The complaint- alleges that we breached the
Agreement and Plan of Merger among Boston Scientific Corpo-
ration, *Advanced Bionics, Corporation, the Bionics Trust, Alfred E.
Mann, Jeftrey H. Greiner, and David MacCaIlum collectively in
their capacity as-Stackholders’ Representative,.and others dated
May 28, 2004 {"the Merger Agreement") or; alternatively, the
covenant of good faith|and fair dealing. The complaint seeks
injunctive .and other relief. On ;February 20, 2007, the Court
entered a preliminary injunction prohibiting Boston Scientific from
taking certain actions until it compietes| specific actions described

in the Merger Agreement. On February 22, 2007, the plaintiffs
~ filed a mation for leave to amend their.complaint to add rescission

of the Merger Agreement as an additional possible remady. That
motion has not yet been briefed. No scheduting order has been
entered by the court, and ne trial date has been set.

On.January 18, 2007, the French Conseil de la Concurrence (one
of the bodies responsible for the enforcement of antitrust/
competition law in France) issued a Statement of Objections
alleging that Guidant had agreed with the four other main
suppliers of ICDs in-France 1o collectively refrain trom responding
10 a 2001 tender for ICDs conducted by a group of 17 Universny
Hospital Centers in France This aIIeged collusion is said to be
contrary to the French Commercral Code and Article 81 of the
European Community Treaty. We are in the process of evaluating
this‘mlatter. S '

' ’

FDA Warning Lesters~ ~

'On December 23, 2005, Guidant received an FDA ‘warning letter

citing certain defrcrencres with respect to its manufacturing
quality systems and record- keeping procedures in its CRM facility
in St Paul, Minnesota, ThIS FDA warning letter foliowed an
|nspection completed by the FDA on September 1,
cited a. nurnber of observations. Gurdant received a follow-up
Ietter from the FDA dated January 5, 2006. As stated |n this
follow up letter, until we have corrected the identified defrcren-
cies, the FDA may not grant requests for exportation certificates
to foreign governments or approve PMA applications for class i
devrces to which the deficiencies described are reasonably
related. The FDA conducted a further |nspection of the CRM
facility between December 15, 2005 and February 9, 2006 and
made- one additional inspectional ovservation. The FDA has
concluded its reinspection‘of our CHM facilities. '

On January 26; 20086, legacy Boston Scientific received a corpo-
rate warning letter from the FDA, notifying us of serious
regulatory problems at three facilities and advising us - that
our corrective action plan. relating_to three site-specific warning

letters issued to us in 2005 was inadequate. As also stated in this ’

FDA waimning letter, the FDA may not grant our requests far
exportat:on certificates to foreign governments or approve PMA
appiications for class Il devices to which the quality control or
current good manufacturing practices defrcrenoies described in
the letter are reasonabiy related until the deficiencies have been
corrected.

Litigation-Related Charges P
In 2005. we recorded a $780 million pre-tax charge associated
with the Medinol litigation settlement. On September 21, 2005,

2005 and
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we reached a settlement with Medinol resolving certain contract
and patent infringement litigation. In conjunction with the settle-
ment agreement, we paid $750 million in cash and cancelled our
equity investment in Medinol.

In 2004, we recorded a $75 million prpvision for certain 'rega'r and
regulatory matters, which included a civil settlement with the U.S.
Department of Justice, which we paid in 2005.

Note K - Stockholders’ Equity
Preferired Stock

We are authorized to issue 50 million shares of preferreq stock in
one or more series and to fix the powers, designations, prefer-
ences and relative participating, option or other rights thereof,
including  dividend rights, rights, vet'mg rights,
redempticn terms, liquidation preferences and the number of
shares constituting any series, without any further vote or action
by our stockholders. At December 31, 2006 and December 31;
2005, we had no shares of preferred stock issued or outstanding.

CONVersicn

Common Stock

We are authorized to issue 2.0 billion shares of commoen stock,
$.01 par value per share. During the first quarter of 2006, we
increased our authorized common stock from 1.2 biflion shares 1o
2.0 billion shares in anticipation of the Guidant acquisition.
Holders of common stock are entitled to one vote per share.
Holders of common stock are entitled to receive dividends, if and
when declared by the Board of Directors, and to share ratably in
our assets legally available for distribution to our stockholders in
the event of liquidation. Holders of commen stock have no
preemptive, subscription, redemption, or conversion rights. The
holders of common’ stock do not have cumuiative voting rights.
The holders of a majority of the shares of common stock ‘can
elect all of the directors and can control our management and
affairs.

Du'ring 2004, we modified certain of our stock option plans, princi-
_ pally for options granted prior to May 2001, to change the
definition of retirement to conform to the definition generally
used in our stock option plans subsequent to May 2001. As a
result of these modifications, we recorded a $90 miflion charge
{$60 million after-tax) in 2004. The key assumptions in estlmatrng
the charge were the anticipated retirement age and the expected
exercise patterns for the individuals whose options we rmodified.

We did not repurchase any shares of our common stock during
2006. We repurchased approximately 25 million shares of our
common stock at an aggregate cost of $734 mrllron in 2005, and
1G million shares of our common stock at an aggregate cost of

v

i

| $360 million in 2004. Si:nce 1892, we have repurchased approx-

imately 132 million shares of our common stock and have
approximately 12 miliionlshares of commoen stock held in treasury

f at year-end. |

Approxirnatety , 37 rmlhon shares remain under previous share
repurchase authprlzatlons Repurchased shares are avaitable for
reissuance under our equr‘ry incentive plans and for general corpo-

, rate purposes, including strategic alliances and acquisitions.
!

Note L - Stock Ownership Plans

Employee and Dzrector Stock Incentive Plans

Our 2000 and 2003 Long Term tncentive Plans {Plans} provide for
the issuance of up to' 90 million shares of common stock.
Together, the Plans c'é_ver ofticers, directors, employees and

* consultants and provide for the grant of various incentives,

. including qualified and n:onqualified options, deferred stock units,
-stock grants, share appreciation rights, performance-based
"awards and market-bas'e;d awards. The Executive Corﬁpensatr’on
and Human Resources.Committee of the Board of Directors,

: - . i . .
. consisting of independent, non-employee directors, may authorize
' the issuance of common stock and authorized cash awards under

the plans in recognition of the achievement of long-term perform-
. ance objectives estabirsh’ed by the Committee.

' Nonqualified options iss'L:_red to employees generglly are granted
, with an exercise price equal to the market price of our stock on the
" grent date, generally vest fover a four-year service period, and have a
" 10-year contractual life. In the case of quaiified options, if the
.recrprem owns more than 10 percent of the voting power of all
' classes of stock, the optron granted will be at an exercise price of
. 110 percent of the fair rrgarket value of our cornmon stock on the
date of grant and will expgire over a period not to exceed five years.
; Non-vested stock awards {awards other than options) issued to
employees generally are granted with an exercise price of zero and
typically‘ vest in four to five equal annual installments beginning with
the second anniversary of the date of grant. These awards repre-
,sent our commitment tohssue shares to recipients after a vesting
penod The slightly Ionger vesting period. for non-vested stock
‘awards reflects the fact that they have immediate value compared
to options, which only have value if our stock price increases. Upon
‘each vesting date, such awards are no fonger subject 1o risk of for-
felture and we issue shares of our common stock to the recipient.
We generally issue shares for option exercises and non-vested
lstock from our treasury, ifEavaiIable.

Share-
123,

'During 2004, the FASB' issued Statement No. 123(R),
'Based Payment, which!is a revision of Statement No.
! 4

BOSTON SCIENTIFIC AND SUBSIDIARIES

— 64 —

|
. !
1
)




NOTES 1|'0 THE CONSOLIDATED FINANCIAL STATEMENTS

Accounting for Stock-Based Compensation. Statement No. 123(R)
supersedes APB Opinion No.'25, ‘Accounting for Stock Issued to
Employees, and amends| Statemeént No. 95, Statement of ‘Cash
Flows. " In general, Stﬁtement fNo. 123{R) contains similar
accounting concepts as those described in Statement No..123.
However, Statement No‘. 123(R) ‘requinles that we recognize all
share-based payments | to e'mployeeis, including grants of
employee stock options, in our consolidated statements of oper-
ations based on their fair values. Pra forma disclosure is no longer

an alternative.

We adopted Statement No 123(R) on January 1, 2006 using the

"modified-prospective method,” wh|ch is a method in WhICh

!
compensation cost is recognized begmmng with the’ effectlve

date (i) based on the requ‘lrements of Statement No. 123{R) for. all

|
share-based payments granted after [ the effectlve date ‘and

(i} based on the requwements of Statement No. 123 for all

awards granted to employées pnor to the effective date of
Statement No. 123(R) tha‘t remain unvested on the effective date.
In accordance with this m‘ethod of adoption, we have not restated
prior period results of op‘erauons and fmanmal posmon to reflect
the impact of stock- base‘ad compensatlon expense. Prior to the

adoption of Statement No 123(8} we accounted for options

using the intrinsic value: method under the guidance of APB

Opinion No. 25, and provided p_ro__f{)rma disclosure as_allow_gd by
Statement No. 123. The‘ following presents the impact on our
consolidated statement of operations of stock-based compensa-

tion expense recognized [for the year ended December 31, 2006

for options and restricied |stock awards:

{in mifligns) . J !

Cost of products sold e . - $ 15
Selling, general and administrative expensas : } . . 74
Research and development expenses 24
Loss before income taxes : o3
Income tax benefit . 32
Net loss 7 ‘ ' I ' $ IB1
Net loss per comman share—basic ‘ _ l$D.DB
Net loss per common share—assuming dilution ' $0.06

For the year énded December 31, 200'8, as a result of adopting
Statement No. 123(R), | our loss before income taxes was
$68 million lower and our net loss wasI $48 million lower than if
we had continued to e‘lccount for share-based compensation
under APB Cnpinion No. 25. Basic and diluted loss per share was
$0.04 lower than if we had contirtued to' account for share-based

|
compensation under APB Opinion'No. 25.

If we had elected to re‘cognize compensation expense for the
granting of options under stock option plans based on thé fair values

at the grant date consistent with the methodology prescribed by
Statement No. 123, we would have reported net income and net
income per share as the following pro forma amounts: '

Year Ended December 31,

{in millions, except per share data) . 2005 - 2004

Net income, as reported ' . ;$_BZB.”'* $1.062

Add: Stock-based employee compensation expense included in o e .
et income, net of related tax effects ' 13- 62

Less: Tota) stock-based employee compensation expense -
determined under fair value based method for ail awards net |0
of related tax benefits . o) - (67)

Pro forma net income ‘I .§$567. | $1.067

Net income par common share

Basic - )
Reported 8076 £127
Proforma . . 8089 | §1.26
Assuming dilution.. ) . K L 1 .
Reported |r.8075 $1.24
Pro forma U088 $1.24
Stock Options

Option Valuation

We use the Black-Scholes option-pricing model to calculate the
grant-date fair value of our stock options. In conjunction with the
Guidant acquisition, we converted certain outstanding Guidant

options into approxmately 40 million fully vested Boston, Scien-

tific options. See Note D—Business Combrnatrons for further
details regarding the fair value and valuation assumptions related
to those awards. The fair value for all other options granted-during
2008, 2005 and 2004 was calculated using the following esti-
mated weighted average assumptions: ‘

Year Ended December 31,

Options granted (in thausands) : 7983 2,101
Weighted-average exercise price |- ' $30.12 $39.2
Weighted-average grant-date fair |- .

value _ . $12.18 $14.36
Black-Scholes Assumptions - [ L
Expected volatility | s . 37% 47%
Expected term (in years) i i , el 5
Risk-free interest rate T 426% 5 18% 3.37% —4.47% 2.24% — 4.05%

. b
-Expected Volatility

We have considered a number-of factors in estimating volatility.
For options granted prior to 2006, we used our historical volatility
as a basis to estimate expected volatility in our valuation of stock
options. We changed our method of estimating volatility upen the
adoption of Statement No. 123(R). We now censider historical
volatility; trends in volatility within our industry/peer group, and
implied volatility.
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Expected Term .

We estlmate the expected term of our options usrng historical
exercise and forfeiture data. We believe that this hlstorical data is
currently the best estimate ef the expected term of our new
op;ion grants. . '

Risk-Free [nterest Rate

We use vield rates on U.S. Treasury securities for a period approx-
imating the expected term of the award to estimate the risk-free
interest rate in our grant-date fair value assessment.

Expected Dividend Yield

We have not historically paid cash dividends to our shareholders.
We currently do not intend to pay dividends, and intend to retain all
of our earnings to repay indebtedness and invest in the continued
growth of our business. Therefore, we have assumed an expected
dividend yield of zero in our grant-date fair value assessment.

Option Activity
Information related to stock opt:ons at December 31, 2006 under
stock incentive plans is as follows: o

Weightad .
. Average
Woighted | Remaining | Aggregate
Average |Contractual | Intrinsic
Options Exercise Life Value
{in thousands}| Price {in yeass} |(in millions}

Qutstanding at January 1, 2604 66,103 $15
Granted 2,1m 40
Exercised {18,246) 11
Cancelled/forigited {880) 18
Outstanding at December 31, 2004 49,028 $18
Granted 73 | 2
Exercised {5.109) | 12
Cancetled/forfeited * - {1,621} 8
Outstanding at December 31, 2005 50,285 $20
Guidant converted options 39,649 13
. Granted 5438 21
Exercised {10,548) n
Cancelled/forfeitad {1.783) 25

hulstanding at Dacember 31, 2006 83,031 $18 5 $233

Exercisable at December 31, 2006 58,718 $16 4 $231

Expected to vest as of December 31, | . . | ) .

2006 80.802 $18 5 $232

The total intrinsic value of options exercised in 2006 was $102
million as'compared to $88 million in 2005.

Non-Vested Stock -

Award Valuation

We value restricted stock awards and deferred stock units based
on the closing trading value of our shares on the date of grant.

~ Award Activity |
- Information related to non- vested stock awards during 2006 is as
 follows: i
’ | Non-Vested - Weighted Averttgu
X Stock Award Units Grant-Date Felr
. {inth ds) Valua
Balance at January 1, 2008 E 3834 $30
. Granted [ 6,580 - x}
" Vested i {62) .32,
Forfeited ) {487) . .- 28
_ Balance at December 31, 2006 | 9875 526
3
1

CEO Award |

. During the first quarterrof 2008, we granted a special market-
_based award of 2 mrlllon deferred stock units to our chief
- executive officer. The attarnment of this award is based on the
" individuat's continued employment and cur stock reaching certain

: specmed prrces as of December 31,

2008 and December 31,

T 2009, We determined the fair value of the award to be approx-

following assumptions:

r
i
* Stock price on date of gran‘t" ! $24.42
Expected volatility l : 30%
‘ Expected term {in years) [ ‘ . 3.64
Risk-free rate 4.64%

imately $15 million based on a Monte Carto simufation, using the

v

. We will recognize the expense in our consolidated statement of

operations using an accelerated attribution method through 2009.

Expense Attribution :

l . 4 . . . )
We generally recognize compensation expense for our stock

awards issued subsequent tc the -adoption of Statement

. No. 123(R) using a str:aight-line method over the substantive

' vesting period. Prior to the adoption of Statement No. 123(R), we

" allocated the pro forma'compensation expense for stock option
!awarde over the vesting pericd using an accelerated attribution
method. We will comiriue to amortize compensation expense
: related to stock option awards gr_anted prior to the adoption of
Statement No. 123(R) using an accelerated attribution method.
' Prior to the adoption of Statement No..123(R), we recognized
Fcompensation expense ifor non-vested stock awards over the

" vesting period using a sftraight-iine method. We will continue 1o

ramortize compensation, expense related to non-vested stock

awards granted prior to, the adoption.of Statement- No. 123(R)
" using a straight-line methiod.

‘ ,

Woe recognize stock-based compensation for the value of the
» portion of awards that are ultimately expected to vest. Statement
. No. 123(R) requires farfeitures 10 be estimated at the time of
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grant and revised, if necessary, in rsubselquent periods if actual
forfeitures difier from those estimates. The term “forfeitures” is

distinct from “cancellations” or “expirations” and represents only
the unvested pertion of the surrendered aption. We have applied,
based on an analysis of our historical forfeitures, an annual for-
feiture rate of eight percent to all unvested stock awards as of
December 31, 2006, which represents the portion that we expect
will be forfeited each year over the wvesting pericd, We will
re-evaluate this analysisperiodically. and adjust the forfeiture rate
as necessary. Ultimately, |we willi only [recognize expense for
those shares that vest. '

Most of our stock awards provide for immediaté ‘vesting upon
retirement, death or dlsabmty of the pa'rticipant We have
traditionally accounted for jthe pro forma compensatron expense
related to stock- based awards made | to retrrernent elrgrble

individuals using the stated vestrng perlod of the award. This

approach results in the recognrtron of compensation expense over
the vestmg period except in the* mstance of the participant’s
actuai retirement. Statement No. 123(R) clarrfred thé accounting
~ for stock-based awards made to retirement eligible individdals,
which explicitly provides that the vestin'g period for a grant made
to a retirement eligible employee is considered nen-substantive
and shouid be ignored when determining the period ‘over which
the award- should be expensed. Upon|adoption of Statement
 No. 123(R), we are required to expense stock-based awards over
the period between .grant date rand retirement eligibility. or
immediately if the employlee is retirement eligible at the date of
grant. If we had historically- accounted {for stock-based awards

made to retirement eligibie individu‘als under these requirements,
the pro forma expense disclosed in the table above for 2005 and
2004 would not have been materially impacted. - -

Unrecognized Compensation Cost | . .
Under the provisions of Statement Nol. 123(R), we expect 10

recogmze the following future expense for awards granted as of

Tax Impact of Stock-Based Compematmn _

Prior to the adoption of Staternent No. 123(R), we reported the
benefit of tax deductions in excess of recognized share-based
compensation expense on our- consolidated statement of cash
flows as operating cash flows. Under Statement No. 123(R), such
excess tax benefits must be reported as financing cash flows.
Although total cash flows under Statement No. 123(R) remain
unchanged from what we would have "reported under prior
accounting standards, our net operating cash flows are reduced
and our net financing cash flows are increased due to the adoptron
of Statement No. 123(R) There were excess tax benefits of $7.
mrlhon for 2006 which we have classified as financing cash flows.
There were excess tax benefits of $28 miltion for 2005 and $185
million for 2004, which we have classified as operating cash flows.

Shares reserved for future issuance under our.stock incentive
plans tota!ed approximately B8 million at December 31, 2006..

Employee Stoc/e Purchase Plans ‘ :

In 2006, our stockholders approved and adopted a new global
employee stock purchase plan that provides for the grantrng of
options 10 purchase up to 20 million shares of our comman stock
to all eligible employees The terms and condrtrons of the 2006
employee stock purchase plan are substantral[y slmllar to the
pravious employee stock purchase plan, which expires by its
terms in 2007. Under the empioyee stock purchase plan' we
grant each eligibt e ernployee at the beginning of each six- month
offering perlod an optron 10 purohase shares of our common
stock equal to not more than 10 percent of the employees
elrgrble compensatron or the statutory limit under-the U.S. Internal
Hevenue Code Such optrons may be exercised generally only to
the extent of accumulated payroll deductions at the end of the
offering periou ata purchase price equal to 85 percent of the fair
market value of our comman stock at the beglnnmg or end of
each offering perlod whichever is less. For the offering perlod
beginning July 1, 2007, the employee stock purchase plan- was

December 31, 2006: ' amended to reduce the employee discount for purchasing stock
through the program from 15 percent to 10 percent. At
‘ Weighted
cl A:!:a; December 31, 2006, there were approximately 21 million sharés
; Unrecognized Remaining. evarlable for future issuance under the employee stock purchase
Compensation - Vesting | - ) B ) i R
Cost Period . p an L . D -
! o {in millions)* {in years) ] )
; i i : Information related to the shares issued under the employee stock
Stock options § 63 o h | d‘ h . f ourch . . foll )
Nonvested stock awards : » - purchase plan and the range of purchase prices Is as ollows:
osim 33 o W06 ) HOS 24
: —~ f - : Shares issuec ~%. 2,765,000 1,445,000 1,004,000
Amounts presented represent compensation cost, Inet of estimated forfeitures. Range of purchase prices Feis0- $1231 £2087 - $22.05 $30.27 — $3081
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We use the Black-Scholes opti'on~pricing model to calculate the
grant-date fair value of shares issued under the employee stock
purchase plan. We recognize expense related to shares pur-
chased through the employee stock purchase plan ratably over
the offering period. During 2006, we recognized $12 million in
expense associated with our employee stock purchase plan.

In connection with our acquisition of Guidant, we assumed
Guidant’'s employee stock ownership plan [ESOP} which matches
employee 401(k) contributions in the form of stock. Common
shares held by the ESOP are allocated among participants'
accounts on a periodic basis until these shares are exhausted. At
December 31, 2008, the ESOP held approximately 6.4 million
shares allocated to employee accounts and approximately
2.6 million unallocated shares. We report the cost of shares held
by the ESOP and not vet allocated to employees as a reduction of
stockholders’ equity. Allocated shares of the ESOP are charged to
expense based on the fair vélue of the shares transferred and are
treated as outstanding in the computation of earnings per share.
As part of the Guidant purchase accounting, we recognized
deferred costs of $86 million for the fair value of the shares that
were unallocated on the date of acquisition. Since the acquisition
date, we have recognized compensation expense of $19 million
refated to the plan. The fair value of the unallocated shares at
December 31, 2006 was $44 million.

Note M - Earnings per Share
The computation of basic and diluted earnings per share is as
follows:

{in millions, except per share data) S 206 2005 2004

Basic
Net (less) income
Weighted average shares outstanding

@5 | $ 628 | 1082
1273, 8758 | 8382
$07 | $127

Net ll;JssJ income per common share

Assuming dilution

Net (toss) income 3350 § 628 $1.062

Weighted average shares outstanding _1,2_73.7 ) B258 838.2

Net effect of comman stock equivalents RS 11.8 185
o T . .

Tatal 02737 83B 8a7.7

Net {loss} income per common share s (281) $ 0.75 $123

The calculation of net {loss} income per common share, assuming
dilution, above excludes the net effect of common stock equiv-
alents of 15.6 million for 2006 due to our net loss position for the
year ended December 31, 2006.

The net effect of common stock equivalents excludes the impact
of 30 million stock options for 2008, 12 million for 2005, and

t
f

1 million for 2004 due to the exercise prices of these stock
options being greater 'than the average fair market value of our
common stock during the year.

I
Note N - Segment Reporting
We have four reportabie operating segments based on geographic
regions: the United States, Europe, Japan and Inter-Continental.
Each of our reportable segments generates revenues from the
sale of less-invasive medical devices. The reportable segments
represent an aggregate of all cperating divisions within each
segment. We measure and evaluate our reportable segments
based on segment income. This segment income excludes certain
corporate and manufaéturing expenses associated with divisions
that do not meet the definition of a segment, as defined by FASB
Statement No. 131, Disclosures about Segments of an Enterprise
and Related Information. In addition, certain transactions or
adjustments that our chief operating decision maker considers to
be non-recurring and/or non-operational, as well as stock-based
compensation and arfnortization expense are excluded from
segment income. Although we exclude these amounts from
segment income, they' are included in reported consolidated net
{less} income and are included in the reconciliation below.

Sales and operating results of reportable segments are based on
internally derived stan;dard foreign exchange rates, which may
differ from year to year and do not include intersegment profits.
We have restated the éegment information for 2005 and 2004 net
sales and operating results based on our standard foreign
exchange rates used for 2006. Because of the interdependence
of the reportable segments, the operating profit as presented
may not be representative of the geographic distribution that
would oceur if the segments were not interdependent. We base
enterprise-wide information on actual foreign exchange rates -
used in our consolidated financial statements. =~

United Inter-
{in millions) ' States | Europe | Japan | Continenatal
Net sales g iF $4.840-( $1529 | 3630 .
Depreciation R 70 12 4
Segmemincome 1 | 23| 7w | 337
s G
Net sales ' $3.852 | $1.152 | 579 $675 $6,258
Depreciation ! 18 5 3 4 3
Segment income l 1,815 644 308 332 3,099
2004 '
Net sales : $3502 |- 982 | $602 $ag7 $5,583
Depreciation 10 5 3 k] 2i
Segment income f 1,753 557 343 232 2,885

BOSTON SCIENTIFIC AND SUBSIDIARIES
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A reconciliation of the totals reported for the reportable segments

to the applicable line iterms in our cons
ments is as follows:

olidated financial state-

{in millions) l E
Net sales 1 - '
Total net sales allocated to reportable segments j $5,583
Foreign exchange ‘ I 4
I $5.624 *
Depreciation .
Tatal depreciation ellocated to reportable
segments o $ A
Manufacturing operations : [ RK]
Depreciation included in special charges 1
Carparate expenses and foreign exchzli'nge 29 v
- | ' 1 $ 163
(Loss) income before income tnx-_.es ’ '
Total operating income allocated to reportable
segments $3,093 $2,885
Manufacturing operations {449} [396)

. Corporate expenses and foreign exchange {409} 1462) \
Purchase accounting adjustments {276) {65)
Acquisiliun-relpted and other costs .

Integratien costs '
CRM technalagy offering charge
Certain retirement benefits 1% (110}
Business optimizaticn charges (39)
TrivVascular AAA program cancellation costs,
including amortization expense
Litigation-related charges {780) {79)
Amartization and stock-based compensation
expense " d {161) (203)
: 204907 968 1574
Other income (experse) s on (80}
P R
| . |738(3535)5 $ a9 $1,494
B | .
Enterprise-Wide Inﬁ;rpmtmn ;
fin millions) | ' 2005 2004
Net sales
interventional Cardialogy $3,763 $3.451
Cardiac Rhythm Management ' N/A N/A
Other 1.124 1,039
Cardiovascular 4,907 4490
Endosurgery i 1,228 7,088
Neuromodulation * : 148 46
Worldwide $5.624
Long-lived assets '
United States f $ 795 | § 660
Ireland 140 143 .
Other foreign countries ) 76 B1 .
' sion | s en
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON CONSOLIDATED FINANCIAL STATEMENTS

|

!
The Board of Directors and Stockholders of Boston Scientific Corporatlon |
We have audited the accompanying consolidated balance sheets of Boston Screntmc Corporatnon as of December 31, 2006 and
December 31, 2005, and the related consolidated statements of operatlons stockholders’ equuty and cash flows for each of the three
years in the period ended December 31, 2006. These financial statements are the responsrblllty of the Company s management. Qur
responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Pub#ic Company Accountlitng Oversight Board {United States}. Those
standards require that we plan and perforrm the audit to obtain reasenable assurance about Whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, évidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting pnncrples used and significant estrmates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statemenmts referred to sbove present farrly, in all materiat respects, the consolidated financial position of
Boston Scientific Corporation at December 31, 2006 and December 31, 2005, and the consolidated resuits of its operations and its cash

flows for each of the three years in the period ended December 31, 2006; in confermity wiih[U.S. generally accepted aceounting princi-
ples. | ' g

As discussed in Notes A and L to the consolidated financial statements, on January 1, 2006, the Company adopted the provisions of

Statement of Financial Accounting Standards No. 123(R}, Share-Baseel Payment. ' ffi

We also have audited, in accordance with the standards of the Public Company Accounting Ov‘érsight Board (United States), the effective-
ness of Boston Scientific Corparation’s internal cantrel over financial reporring as of December 31, 20086, based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report
dated February 26, 2007, expressed an unqualified opinion thereon.

Vi
!
1
‘ !
|

Sanet ¥ LLP - 1

Boston, Massachusetts
February 26, 2007

|
|
|
1
|
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|
|
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'F‘IIV.E.-YEAR SELECTED FINANCIAL DATA -

YBﬂl‘ Ended Denemher 3| {in millions, except per share data) 2006 2005 20004 ° 2003 .- L 2002
Uperatmg Data ‘ ot " : - - -
Net sales ) fo $ 7.821 $6,283 95,624 $3.476 82918
Grass prafit ' 5614 4,897 4,332 2515 2,048
Selling, general and administrative expensss ' 2675 © 1,814 1,742 1171 ~11,002
Research and developmem expenses’ i . ' 1,008 680 559 452 T343 ¢
_Royalty expense ‘ . “ 3. 227 195 54 36
Amortization expense  * u, , 530 152 112 89 © 72
Litigation-refated charges (cradits), nat - - , " 7ED, 75 15 (8g) *
Purchased research and development - | ! - B 4119 276 65 " 37 "B
Total operating expenses ; ' 8563 3,929 2,758 1818 1,439
:Oparating (loss} income - , ' [2,949) ( 968 1,574 697 610
Loss (income) before income taxes 3 {3,533) B91 1,494 643 549
Net loss] income _ (3577) 628 1,067 472 33
Net (loss) i income per comman ‘shere—basic ‘ § (281 $075 $127. $057 3 046
Net {loss} i |ncome per comman share—asstmg d\|UtlDﬂ . % (zsn §a75 RV "$0356 . 5045
' Welghted average shares 0u1siand|ng—as|summg d|Jut|0n 1,213.7- 837.6 L8577 845.4 830.0

- ' b v
.As of December 31, {in miltions, except ger share datal ** + 4 - ) 2006, . 2005 : 2008 S 2003 - - 2002 .
Balance Sheet Data : oy ] | . . . o i
Cash, cash equivalents and marketable securities " -J v, $ 1.668.. $ 843 $1.640 $ 752 |\ S260 .
Working cagital - . L Aoz | s | L e @ Lo
Total assets _ “ . 31.0% 8,198 8170 5699 4450
Borrowings {long-term and short-term) . . BB{‘]? ! 2,020 2,367 1,775 935
Stockholders’ equity oz * 4 , . , 15,298 4282 .« 4025, . |- 2862 v 2487
Book value per comman share .. . -, | j 5. $10.37 $.5.22 $.482 $ 346 $3.00

|
an Apnl 21, 2006, we :unsummmed our acqulsmon of Guadant We conso\:dated Gutdant s cperalmg rasults with those of Boston Sciertific beglnmnq on the date of acquwsmon See Note D—Businass
Cambnnarrons fer further detalls regarding, the transacnon‘

.

~

"

+

We paid a two-for-ona stock split that was effected in the fcrm of'e 100 percent stock dividend on November 5 2003. We have restated all hmrorlcal amounts ahove 10 reflact the stock spllt

See also the notes to our consolidated fman-lal statements

’

‘

'
1
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QUARTERLY RESULTS OF OPERATIONS (uhaudited)

|
Three Months Ended . * f - : .
{in millions, except per share data) ] March 31, June 30, Sept 30, Dec 31,
2008 ' ' '
Net sales ; % $1.620 $2110 $2,026 $2,085
Gross profit : ! 1,246 1,433 1,386 1,539
Qperating income (Joss} ) . . ’ 487 {3,925) 19 & 284
Net income {loss) _ L C l 332 14.252) 76 277
Nat income {loss) per common share—basic i ‘ l § 040 ${3.21) $ 0.05 $019
Net income {loss) per common share—assuming dilution : $ 040 § 32 % 0.05 $ 01§
2005 : |
Net sales | si6ts $1617 | $1501 | 1540
Gross prafit : : 127 ©1,260 |- 1168 1,198
- Operating income {loss) ' i ’, 513 326 {3361 465
Net incame (loss} ' ' ! | 358 05 7 @69 | 3%
Net income (loss} per common share—basic { $ 0437 § 025 $(0.33) $ 01
Net income {loss) per comman sharefassuming dilution | $ 042 § 024, $(0.33) $ 040

During 2008, we recorded net after-tax charges of $28 million in t'he first quarter, $4.541 bllhon in the second guarter, $77 miillicn in the
third guarter and net credits of $127 million |n the fourth guarter, The net charges for the year con3|sted of: a non-cash charge for pur-
chased in-process research and deveiopment costs related to the Guudant acqu|3|t|on a charge resultlng from a purchase accountlng
associated with the step-up value of acquired Guidant inventory sold; other charges related primarily to the Guidant acquisition, including
the fair value adjustrment related to the sharing of proceed's feature, of the Abbott stock purchase; and a credit associated with the reversal
of tax accruals previously established for otfshore unremitted earnings. In 2006 amomzatlo'n expense, net of tax, was $398 million and

stock-based compensation expense, ‘net of tax, was $8% million. ! N

During 2005, we recorded after-tax charges of $73 million in the f!rst quarter, $199 rnllllon m the second quarter, $616 million in the third
quarter and $6 million in the fourth quarter. The net charges for the year consisted of: a Imgatlon settlement with Medinol, L1d.; purchased
research and development; expenses related to certain retlrement benefits; asset write- downs and employee-related costs that resulted
frarn certain business optimization initiatives; and a benefit for a tax adjustment assomated with a technlca! correction rmade to the
American Jobs Creation Act. In 2005, amortization expense, net ef tax, was $108 million and stock-based compensation expense, net of
tax, was $14 million. _ o fl
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MARKET FOR THE COMPANY'S COMMON STOCK AND RELATED MATTERS

QOur common stock is traded on the New York Stock Exchangs We have not paid a cash dividend during the past two y.fears. We
under the symbol “BSX.” Our;annual CEQ Fertification for the currently do not intend to pay dividends, and intend to retain all of
previous year has been submitted 1o the'NYSE. our garnings 1o repay indebiedness and invest in the continued

{
The following table shows the market range for our common

stock for each of the last eightgquanersj based on reported sales
prices on the New York Stock ﬁxchange.

growth of our business. We may consider declaring and paying a
dividend in the future; however, there can be no assurance that -
we will do so.

At February 23, 2007, there were 13,832 record holders of our
commeon stock.

The closing price of our common stock on.February 23, 2007 was
$17.12.

There were no shares repurchased under our share repurchase

program in 2006, There are approximately 37 million shares avail-

able for repurchase under our share repurchase program.

First Quarter ‘ 535.1? $2867
Second Quarter BD.BID 27.00
Third Quarier | 28.9'5 23.05
Fourth Cuarter i 13 2295

Stock Performance Graph .

The graph below compares the five-year total return to stockholders on our. common stock with the return of the Standard & Poor's 500
Stock Index and the Standard & Poor's Healthcare Equipment Index. The graph assumes $100 was invested in our common stock and in
each of the named indices on January 1, 2002, and that all dividends were reinvested.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Boston Scientific Corporation, The S & P 500 Index
And The S & P Health Care Equipment Index

$350 5
$300 1
$250
$200
$150 7

$100

$50(4

-so ' —_— 1 ! i )

! |
12/01 . l2/02 12/03 12/04 12/05 . 12/08

—FHE— Boston Scientific Corporation —A— S &P 500 - -@- -S & P Health Care Equipment

* $100 invested on 12/31/01in stock or index-including reinvestment of dividends. Fiscal year ending Decamnber 31.

Copynghi ] 2007 Standard & Poor's, a division of The McGraw-Hilt Companies, Inc. All rights reserved.
W, researchdatagroup com/S&Phtm
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EXECUTIVE OFFICERS AND DIRECTORS

John E. Abele
Director; Co-Founder

Donald S. Baim, M.D.
Chief Medical and Scientific Officer

Mark C. Bartell

Senigr Vice President, Global Sales and Marketing, CRM [
Lawrence C. Best

Executive Vice President, Finance and Administration and
Chief Financial Officer

Brian R. Burns

Senfor Vice President, Quality

|
|
Ursula M. Burns 245 ]
Director; President, Business Group Oparations and

Corporate Senior Vice Fresident of Xerox Corporation
Fredericus A, Colen

Executive Vice Fresident, Operations and Technology, CRM
and Chief Technolagy Officer l
Nancy-Ann DeParle 23 ]
Director; Managing Director, COMP Capital Advisors, LLC '
Paul Donovan |
Senior Vice President, Corporate Communications

Joel L. Fleishman i35 |
Director; Professor of Law and Public Policy. Duke Unfversfty,‘
Marye Anne Fox, Ph.D. 14 ‘
Director; Chancefler, University of Californra, San Disge

James Gilbert f
Group President, Cardiovascular ‘

Jeffrey H. Goodman [
Executive Vice President, International i

Ray J. Groves 23

Director; Retired Chairman and CEQ, Emst & Young LLP

Kristina M. Johnson 24

Director; Dean, Pratt School of Engineering, Duke University

William H. Kucheman l

Senior Vice President and Group Fresident,

Interventional Cardiology !
]

Paul A. LaViolette ,

Chief Operating Officer

Ernest Mario, Ph.D, 745

Director; Chairman, Reliant Pharmaceuticals, LLC

William F. McConnell, Jr. ‘

Senior Vige President, Administration, CRM !

Stephen F. Moreci '

Senior Vice President and Group President, Endosurgery '

N.J. Nicholas, Jr. 4 i

Director; Private Investor |

Pete M. Nicholas |

Dirgctor; Chairman of the Board, Co-Founder

John E. Pepper .4

Director; Chief Executive Officer and Director, Naticnal

Undarground Railroad Freedam Center

|
Kenneth J. Pucel !
Executive Vice President, Uperations l
Lucia L. Quinn I

Executive Vice President, Human Resources l

I Member of the Audit Comriitiee
2 Member of the Executie Compensation

and Human Resources Committee 5 Memberof the Comg

corporate information

Uwe E. Reinhardt, Ph.D. 135
Director; Professor of Economics and Public Affairs,
Princeton University

Warren B. Rudman 27
Director; Former U.S. Senator; Of Counsel, Paul, Werss,
Rifkind, Wharton & Garrison LLP

Paul W. Sandman
Executive Vice President, Secretary and General Counsel

James R. Tobin 4
Director; President and Chief Executive Officer

CORPORATE HEADQUARTERS

Boston Scientific Corporation

One Boston Scientific Place

Natick, MA 01760-1537

508-650-8000

508-647-2200 {Investor Relations Facsimile}
www.bostonscientific.com

REGIONAL HEADQUARTERS

Boston Scientific International S.A.
Paris, France

Boston Scientific Japan K.K.
Tokyo, Japan

KEY FACILITIES

Brussels, Belgium
Clonmel, lreland

Cork, Ireland

Cupertino, CA, U.S.A.
Dorado, Puerto Rico
Fremont, CA, U.5.A.
Galway, Ireland

Glens Falls, NY, U.S.A.
Indianapclis, IN, U.S.A.
Kerkrade, The Netherlands
Letterkenny, Ireland

Los Gatos, CA, U.S.A,
Maple Grove, MN, U.S.A
Marlborough, MA, U.S A,
Miami, FL, U.S.A.
Miyazaki, Japan
Mountain View, CA, US.A.
Murietta, CA, U.S.A.
Matick, MA, US.A
Phyrmouth, MN, U.S.A
Quincy, MA, US.A,
Redmond, WA, U.S.A.
Salt Lake City, UT, US.A.
San Diego, CA, U.S.A.
San Jose, CA, US.A,
San Jose, Costa Rica
Santa Clara, CA, U.S.A.
Santa Rosa, CA, U.S.A.
Spencer, IN, U.S.A.

St. Paul, MN, U.S.A.
Sylmar, CA, US.A.
Tullarmore, Ireland
Valencia, CA, U.S.A.
Washington, DC, U.S.A.
Watertown, MA, U.S A,
Wayne, NJ, U.S.A.

West Valley, UT, U.S.A.

i

3 Membor of the Nominating and Corporate Governance Committes
i

4 Membur of the Finance andt Strategic investment Committae
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STOCKHOLDER INFORMATION
STOCK LISTING

Boston Scientific Corporation common stock is
traded on the NYSE under the symbol “BSX".

TRANSFER AGENT

Inquiries concerning the transfer or exchange of
shares, lost stock certificates, duplicate mailings
or changes of address should be directed to the
Company's Transfer Agent at:

MELLON INVESTOR SERVICES LLC

85 Challenger Road
Ridgefield Park, NJ 07660
1-800-898-6713
www.melloninvestor.com

INDEPENDENT AUDITORS

Ernst & Young LLP
Boston, Massachusetts

ANNUAL MEETING

The annual meeting for stockholders will take

place on Tuesday, May 8, 2007, beginning at 10:00
a.m. at the Bank of America Northeast Conference
and Training Center, 100 Federal Street, Boston, MA.

INVESTOR INFORMATION REQUESTS

Invastors, stockholders and security anatysts seeking
information about the Company should reter to the
Company’s website at www.bostonscientific.com

or call Investor Belations at 50B-650-8555.

OTHER INFORMATION

Copies of the Company’s Annual Repart on Form
10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and armendments to those
reports are available free ¢f charge through the
Company's wehsite at www.bostonscientific.com.
Our Corporate Governance Guidelines, proxy
statement and Code of Conduct, which apply 1o all
of our directors, officers and employees, including our
Board of Directors, Chief Executive Officer and Chief
Financial Officer, are also available on our website.

The Company has included as exhibits to its
annual report on Farm 10-K for the fiscal year
2006 filed with the SEC certifications of the Chief
Executive Officer and Chief Financial Officer of the
Company certifying the quality of the Company’s
public disclosure, and our annual CEQ certification
for the previous year has been submitted to the
New York Stock Exchange.

Copies of these reports are also available by
directing requests to:

Investor Relaticns

Boston Scientific Corporation

One Boston Scientific Place

Natick, MA 01760-1537

508-650-8555

508-647-2200 {Facsimile)
Investor_Relations@bsci.com

XIENCE™ V is & trademark of the Abbott Laboratories group of companies.
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